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Se gent CUP ANNE He OO een rrew 


Dear Roger, 


I spoke to you over the telephone. I think you ought 


to know what is in our minds about outhing Palestine out of 
—_ the Sterling Area, blocking their balances, etc. 

T feel this is a subject on which the Treasury must 
put forward their view and it vould be difficult to make a 
single Paver which would reflect fairly the difference of 
soproach between the Treasurv andverhaps the Foreipen Office 
or other Devartments. 

Nevertheless, it would be of great value to me to 
heve a re-action from vou to the Paver as it stands. No doubt 


all this will have to go to Ministers and we ought to lighten 


their task as much as we can bv previous disclosure to one 
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another of our several voints of view. 
Perhaps vou would let me have a word when you have 
had a chance of lookin: at this 
= ee ! Yours sincerely, 


Roger Makins, Esa., O.M.G., 
Foreign Office. 


are out of the ares, the question io less eany. 


atep Palestine (unlike, eei7e Trvtha, 


Aa you imow T was on the point of submitting a Peper about 
the steps necessery to deal with the Palestine Sterling %alancea, 
wenberahip of the Sterling Area etc. This Paper had been beeed 
on the aesumotion that the evacuation of Palestine by N.¥.G. would 
leave sore or less 4 vammm with no established Government or 


Governments for some little time. In those elroumetances it 


the removal of the whole of Paleatine frew 
the Sterling Areas 


(o) the blocking of Palestine sterling balances 
subject to such releases aa we might 
unilaterally think f1¢ to meke. 

The situation 12 now changed by the possibility thet some 


ited Nations organisation vill be responsible for the sériaistration 


of Palestine after we resign the Mandate. There may stil] be conditions 


anqunting almost to chees; int 1t mov seam advisable not to ignore 


coapletely the United Yations ‘responsibility? fer creating, fairly 


qiickly, stable conditions, inoluding the setting up of one or more 


administrative orgeniaations with whom we could negotiate. 


In these elroumatences T au wore persuaded then ever that 


Paleatine should be removed from the Sterling Area before we realen 
the Mandate. 


aqme measure of control over the outlying parts, excerpt in the onse of 


The whole essence of the “teri 


the Dominiens there ve look for voluntary co-operation. 


certainly have no control over any form of new adwinistretion now 
contemplated; and we eannot rely on their effective co-dperation in a 
technical matter of this sort, where very close administration is 
nesded. 


48 regerde bloeking “slestine aterling balences, once they 


Tf we do not take this | 
syok or Treq) will be able to 


spend ali her sterling freely in any part of the 
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inoluding, of course, the U.K. (or to move belances, e.g. to Seuth 
Africa). The rewalt wight be thet owing to generel unrest during the 
transitions] period Palestine would find herself unable to export on 
anything lie the present seale; she would be deprived of the 

large ascunta of sterling now brought in by our treops ete; and aa 

e remalt mizht run « considerable deficit with the U.%. which she 
wight seek t¢ aske good by drawing down her sterling balances. 

These balances have fallen sharply since September 1946, when 
they were about £120 million. ‘Thay are now constituted approximately 
as follows (30th Setober, 1947) - 

Ewiliions 
Currency Roard hol#ings. cocsscccesee hho 2 
Crom Agente Aundseccecesescecnccave 6.7 
Commeroaial banieing fundesesccesorcsve 45.3 
Tan ta Hie ellecceccecccveceveesesese 0.8 


: AN. *O@he 1°78 


The above fimres inelude thoee for Trans joréan which are 


pretty anal. 

Tn all the cireumstances it will be revresented from the 
political angle that we ought not te be in a hurry to block these 
balances. ‘Ye shall be told that, if there is on administration to which 
we can talk, ve san warn them very forei bly thet they must so regulate 
their import solioy that they do not in fact drew seriously upon these 
balances, and that if they do, ve shall heve to take prompt and vigorous 
agtion te put a stop to it. Ye may be acaused of ssbotare {f we hesten 
9 blook the Balances before 1t is definitely proved that they are being 
vueed in a way heruful to us. | 

The Tresmry sant heave regard firgt to our om interests. 
Palestine belenoss have fallen some 22° million in thirteen months, of 
which £5) million wis during Setober 1947. It le very difficult te 
avold the conclusion thet we shell have to block these Dalances sooner 
or later, dy apreement or unilaterally. We may lose considerabiy if ve 
wait until] there is owe asteble administration with whom we can reagh 


an agreement. Moreover, action et a later stage may be interpreted 
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ae toatile action, vheress if we ect early it can fairly be 
represented os aprecsutionary mesaure. 
Tf we were to sot before we relingaish the Mandate, 4% would 


have to be by 4 general blocking uncer feguiation 2A. Fe should have 


eonaiderabis suas for working balances of the 
“Splestine banks ete., and on this we should need advice from the Sank 


a regerds the Currency Hosrd, 1 at-ould propose to regeré 


it eas still resigent in the Sterling Ares (4% te in feet in London) 


edeem for sterling notes presented 


retein oonfidence in the currency wy contiming to make 4¢ convertible 


in Landen inte sterling, anc 4% is perhaps only a seomd best to pay 


the redemotion money into blecked acocunt. Tut T feel strongly that we 


cannot afford unrequited exports to Palestine and mat protect ourselves 


excotly o6 we herve sroteated enrselvesagainst Kzypsian poutuis, for 


example, vaing handed in to the Yationel Bank of Egypt to be turned into 


sterling in London. 


the Kandate as regerds removal of Palestine from the Sterling ‘rea 


a the blocking of balances, | belive that we sust ect in this 
way sconer or later ond te question for deolaion is vhether ve shall 


be accused of sabotaging the new set-up if we act in advance of trouble. 
Ky inelination is to soy that we stall be aocused in either event 


and had better cley for safety hy acting early. 
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areas, and presurably that there should also be a 
poliey with regard to exchange control. 


iy | EWen 42 4t Were not already so lsid own, it is 
obvious that the rmainienance of a Gcparate currency and 
exchange policy ror Jerusalem sione would be if not 
impracticable wighly Jmeonvenicat. it would be a very srmall 
area for a separate currency system. It ta pouna to be tu a 
nigh degree dependent on close tradin,: relations with the 
surrounding tervitory. It is agsordingly difficult to see 
how it could rmiutain. any genuinely ingepenuent exchange 
gontrel policy ox prevent the currencies in clreulstion ia 
Palestine 38 a whole eirculating ln practice if not in law 
Within the city. | 
| 5 So far as external relations are cuncerned, 
however, it ia obviously doubtrul whether the threc future 
party af Salestine, whether acting Iniependently or jointly, 
den proserve the relationshin with the united - ingdom, 
and in particular whether it will be possible vor ther to 
remain Within the sterling areca or be permitted Pree access 
to existing aterling holdings, ‘vhe aneWen ou this is 
largely dependent on what can be expecteu o6 regurds the 
ag tual, opera of the secessary exchange controls in the 
new Palestine, but without any comnitment, particularly se t 
immediate policy, it may be sasumed as the most probable 
ultimate arrangenent that relemtine as e whole will cease 
to be a part of the sterling are®, auc that the utilisation 
of existing sterling belaneea will be possible only on the 
pasie of agreements to be reached with the new Jovernmental 
uthorvities. goncerned. : 
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$e". Since it can be taken for granted that eveu if it 
were dewizred to intvoduce a. totally nev currency, 2t will not 
se posaible to do ao at short notice and Por sore period 
at eny rate the Uity of Jerusalem as well as other ports of 
Oa lestine will need to go on using the existing curssucy. 


re ig the City of Jerusalem da te Form part 
economic wiion With the other portions of vulostine 
is greed that a common olbrency 16 an segentinl Poo ts 
of Bugeh &® union, at-may be ourYiclent Dor the otaiute 
to say that the curvensy of the City af ceeusalem shal 
the currency presa:ibed for the egonomic unton. 
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Ge Un, the other hand, 27 muy be tliat there will be 
some doubt as to either (a) the cfYectiveness of the econumic 
union; ov, (b) its goveriry the curvency; Of, (a; the 
authowlty which Li de to have. in thet event, it mov be 
necessary to make more detailec provleion. 
“ dyry ee seletaiy 7) 4 cy Wet) AE ge aie ee ae eR ; ° ; . 
Simplest mapa Te in the same relationship to nae 
Mhig would leave the Oty oe ranewordan and would no 
kL es al ace she $a te of [FPoanS sa Licy my 
Jurrency LON v eerence in internal financial po 
involve Bry an berie se a Fordatle 
on it docs in Trangee 
more than BOSS at eatin aot atone 
a maugeweee GILG Bia ay Gye int ELLE pe posal 

to provide in the Jtetute iteel? fox the cetails of a nes 

currency to be sued by the Gaty of Jerusiten a.one snouLa 

be resisted. 


40, - Certain questions my orise with yogard to the 
future of the ‘clestine Currensy Board and its vuius. Tf 
4t is contemplated that the existing surrenay shal cont ime 
in uee in -elestine as, a whohke or in the city of Jerusalem 
alone tor any considerable Length of Circ, it rey be 
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areas, end presurably that there should also be a common 
poldey with regard to exchange control. 


la Even i 2t were not already so lsiu down, 4% is 
obvious that the maintenance or a Sopapate currency ant 
exchange policy for Jerusalem sions would be if not 
impracticable highly inconvenicnat. Tt would be a very srmail 
area for a sepsrate currency system. It 4s pound to be to a 
high degree dependent on close tradin.: velations with the 
surrounding tervitory. i% 45 accordingly difficult to see 
how it could rmaduteain any genuinely inuepondent exchange 
gontrel policy ox prevent the currencies dn clreulsation ia 
Palestine 35 a whole eirpeulating in practice if not in Law 
Within the city. 3 | 

7 or So far ag external relutions are concerned, 
however, Lt is obviously doubtful whe thor the three Puture 
parts of valestine, whether acting imigpemieutly og jointly, 
den preserve the Sars relationshin wath the United -ingdom, 
and in particular whether 1t will be gossible Yor them to 
remain within the sterling srea or ne permitted free a:cess 
to existing aterling holdings. The answer on thie 16 
largely dependent on what can be expecteu os regards the 
agtual operation of the necessary exchnage controls in tne 
new Palestine, but without any commitment, particularly aa to 
immediate policy, it may be Sasumed as the most probable 
ultimate errangement that re lepting ag e whole will cease 

to be a part of the sterling aren, aa that the utilisation 
of: existing sterling belsnees will be possible only on the 
vasia of agreements to be yoached with the new coavernmental 
authorities. vonecerned. | 


«$e. Since it can be taken for granted that even ir it 
were desired to intreduce a. totally new currency, Lt will aot 
pa possible to ao ao at short notice and for some period 
at soy rate the Uity of cSerusailem as well ap other purts of 
Palestine will need to go on usime the existing aurpenucy. 

re ip the city of Jerusalem 13 te vor part of an 
gonomic union With the other pov tions of -ulestine ark 
is agreed that a common olprency 16 ap eesential Peat 
of such a union, at-rey be sucYiclent ror the otavute 
to say that the curvenoy oF the city ef Jerusalem shal 
the ourrency prese:iped for the egonomic union. 


| be on the other banda, it res be tiet there will be 
some dovbt as to either (a) the chyectiveness ot the oconumic 
union; or, (bj) ita cower ing: tho euuvrency: or, (a; the 
authowity which it ie to have. in thet event, Lt ray be 
necessary to make more detalied provindon. gaits the 
gimpLlest puovieion Would sppoms to be thet the Gity of 


sorugnlem shall continue to use @xleting Aleatine curvensy 
issued by the ‘nlestine cufrency Roara until othe 


srevigion ig made by the soppopriate Losislative suthority. 
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; SURE teu thet dn any event any proposal 
to provide in the Statute Lisel? Pov the aetulils or & new 
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currency to be issued by the Gity oF Jerussien Along should 
be resiated, 


490. Certain questions may oise with wegard to the 
future of the -alegtine Currency Board and Lis Vous, Tr 
Jt ig contemplated that the existing. scurrenay shall continue 
in uae in -elestine as a whole or in the City of Jerusalem 
alone for any considerap Le Length of time, it may be 
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With Sir S. Caine's compliments, . ear i ee 
10th beceriber 9 1947. 


@ 


hy dear .rnest, 

i attach & copy of a note or a further 
conversation I have had with Hoofien and Iistorik of the 
sngloealestine. As this makes clear, they appear very 
anxious to have further discusuions ubout the future 
position in relation to the sterling area of the Jewish 
state, but we Pelt able to uo no rore than draw attention 
to the delicacy of our position in entering into such 
discussions at the moment and to promise that we would 
consult the other interested  wepartments. 


%omight perhaps aid by way of further 
elucidation of the note that in discussing the future 
relationship to the sterling ares, both Houfien and I vere 
careful not to talk in terms of a simple choice between 
merbership and exclusion. Hoofien himself referred to the 
somewhat different positions enjoyed by individual merbers 
of the sterling srea group, and we talke.: therefore in f 
general terms which would cover various different crades of f 
membership. I have ne doubt that Hoofien ang his : 
associates sre at present anxious to Fersin within the 
area and might be prepared to go a long way in submitting 
sOnditions in order to vetain the form. .of membership. 


¥. 
*, 


Guteh mentioned this conversation to i: oume 
after }’.nday's meeting of the Uverseas Nezotiation 
vorrLttee Sub-Committee, and you may, therefore, alzveady 
have given Some thought to iivofien's reguest. .nayway, 
could you let us know as early as convenient what answer 
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NOTE OF CONVERSATION WITH mR. HOOPIEN iND 
bin. LoturkiIk os THE ANGLo@PpALeoTINE Balk 
GN TIS OTH LS Cewhkk. (5 


lip, Hoofien prefaced hic remarks with 4 
dissertation enmphasizin. that now that the future of 
Palestine had been decided by the United Nations 
there was no reason why any resentment which might 
have oristod between Groat Britain and the Jews of 
Palestine should not disappear. There had already 
been practical indications that it would do 5a. 
furnin to the situation with which we are now faced 
in palesting, he assumed that during the interim 
pericd prior to the assumption of authority by the 
Usiie Commission things would carry on much as before 
and there was therefore no call “Sor discussion. 
subsequently the Commission would take over sad 
would then pass on autLority to the successor states 
and the zconomic Board. There would thus be 
a more or less orderly transfer of authority. 

He imagined that there sould be no question of estab- 
lishing @ special currency during the interim perioud, 
and that the date of the termination of the Liandate 
would not be in the: immediate future. liay had been 
mentioned, but he was not sure whether this wes an 
official announcement. 

idvY?e Gutch confirmed that the date had not yet 
peen officially announced, but inmediate termination 
was not now likely and, so far us we were concerned, 
we hoped that an orderly transfer on the lines 
indicated by “r. Hoofien would be possible. 

ir. Jfoofien said that the .uestion then arose 
of what was to happen after the hand-over. The 
Palestine Currency board could be maintained or it 
could be abolished or modified in constitution. 
as regards their future relationship with sterling 
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the Jews could nut afford to wait on others. 
The relationship was an important one to them and 
they could not consider "walkin;y, out" on sterling. 
Their economic BUupport would come Llorgely in the 
form of dollers: the .rabs, too, would come in 
for considerable Gollar Support, if they were 
reasonable ebout things. Palestine would therefore 
not come as a beggar to the neotiations for the 
agreement which would be necessary to settle her 
relationship with sterling. They realized thet 
some Bensible arrangement would be necessary in 
regard to the sterling balances which they held. 
gir i. Gaine ugreed that it would be necessary 
to reach am aureeuent in regard to the future 
relationship of vulestine with sterling, put this 
had become a matter ruther for the Treasury in 
consultation with the benk of ungland and the 
foreign uifice than ror the vOlonial Jitice. 
aS regards the Currency bound, there would have 
to be currency orvangciients in the interim periouw 
ang the currency couru woula therefore presumably 
4f it carried on for any long period 
carry on, thoughAts constitution would probably 
neve to ve modilicd somewhat to weet the changed 
circus tances. “he continued operation oi the 
yurrency board woula however jimuiediateLly ruise the 
yuestion of its sterling transactions which would 
have to be coordinuted with the general arrangeuents 
to be made in regard to valestine'’s relationship 
with the sterliny; area. the lutter question 
would be primarily one for the Treasurye i‘nhere 
was also the U.l.. Jomaission which mist be taken 
into uceount 633 Li was with the Coiaission that 
negotiutions on these and other mitters would have 
to be conducted. ‘he position wos in fact extremely 


delicate and we could not very woll conduct anything 
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in the nature of discussions, behind the Commission's 
back, with those who softer all represented only 
one of the pelestine parties concerned, 
mie Hourien said thut he fully appreciated 
this, but the fact remained thet they were most 
intinately concerned in this serticular juestion | 
and mad & cuntribution to mike on it. 11 that 
he Waa ou 


eeting wis surcly exploratory talks 


Wud 0.2 


4 


6 wes aoxiuvus for assistance in con tucting 
the particular péople with whom such talks could 
usefuliy take bluce ut this btase. 

wil ue Valine repliec that this was a delicate 
Yatter, and, us he had pointed out, the Golonial 
Uffics were not uuw orlumirily concerned in it. 
He would, however, consider ur. YWooLier's suggestion 
and lot him know whether enything was possible 
in thet direction. He Suggested tentatively that 
Giseussions with all the major Banks operating in 
vulestine wight provide & means of giving a 
Sultable cover fur what ir. Hoofien had in mind. 

wile Hootlen sald that he thought that the 
inclusion of the other Banks would tend to complicate 
the issues. fSheLlr approach nad been made not as 
bankers, but rather us the Jewish .gency's udvisers 
on currency questions. He would possibly be 
going to the United tates in about a week's time, 
but wus not yet sure of his movements. ie would 


let us Know wnen they were nore definite. 
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(Minutes.) 


Please see the attached letter from 
Mr. Playfair to Mr. Trevelyan. 


We now require a statement of the Foreign Office 
view on the point raised in paragraph 2 of 
Mr. Playfair's letter. I do not think that Eastern 
Department are very greatly concerned with this 
issue. We shall have, of course, to maintain 
friendly relations with any Jewish State: that is set 
up but I doubt whether a technical matter of this 
kind will greatly affect such relations. It should be 
possible to reach an agreement by negotiationg, if 
necesSary. | 


The immediate problem is whether our proposed 
action in this matter runs counter to our obligations 
LARA. or could be represented as a failure to give 
the Jewish State a fair share. If so, we might be 
involved in a controversy with the United Nations 
Commission for Palestine. I suppose it may be held 
that Jewish propaganda in America would make use of 
bhis handle. 


WAAR RIV EON AZRAOBABORN OLE DATOONORLS 


. Eastern Department 
will in any case be grateful for comments on the 
reply to be returned to the pian, 


_ Sak REE THON 


——— ey 
( J.G.S. Beith. 
20th December, 1947. 
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LETH DECEMBER, LOU. 
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OVERSEAS MstOTIATICNS COMMITTEE 


5 genie 0 ple pave Pie 1.3 DSA Owed 10 Peeler tA 1A et | Maapiran Ne Ale os Hire EE OS TD 
ane tneee® 


REYORT BY THE WORKING PeRTY ON PALESTINE 


I circulate herewi to for ecnsideration by tne 
Committee on Wednesaey, L/7th December, the report by 
the Working Party on Financial and Keonomic GUCStLons 
arising from the withdrawel of sritish Authnerity Prem 
Palastine. 
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(Signed) G.M. WILSON. 
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L6TH DECEMBER, 1947. 


WITHDRAWAL 


Se ee ee eee eaaminammenmmmmenianememmenel 


OF BRITISH AUTPORITY FROM PALESTING | 


Introductory 


Le The Overseas Negotiations Cocmittes were asked to prepare, 
for consideration by Ministers, a cormrehensive paper on 
financial ami sconomic questicns arising cut of the withdrawal 
of British authovity from Palestine. (CeM.(47) 93rd 
Conclusions, Minute 1). 


2, This report has becn prenered on the basis that as far as 
practicable it sheuld be assuned that the United Nations plan 
Will be put inte efiscct. Ti fact, however as far as can be . 
foreseen, the Palestine Arabs supported by the Arab States will 
boyeatt the United Wetiens Cormission and refuse to co-operate 
in the establishment of an eeenoaic union of Palestine 
SUM AL Stare by 2k Aint cConomic boards. Unless the Conmission 
is furnished with = foree by the United Nations for the main- 
tonance 2f order it sc-ems Likely that guerilla warfare «and 
confusion will reien in the creas evacuated by British troops. 
The confusion coy well be inereased by the migretion cf Jews 
and AraLS Prom arcas where they are ina mincrity. The jews 
Will probably have te defend themselves within an enclave 
limited by military requirements: the remaining part of 
Palestine will be in Arab hands but is unlikely to be 
constituted as an Arab State since this would represont 
acquicsence in the partition plan, Where therefors any 
breakd:wn of the United Nations Plan would vittally affect our 
financial and ceesnomic interest in Palestine the relevant 
portion of the report will point this out ond the 
recommendations will take account of it. 


Oe Very broadly the United Naticns Plan provides; (a) that 
the mandatory nowers shall hand the administration of Palestine 
over to a Commission appeinted by the United Nstions woich shall 
-astablish Arab and Jewish States and an international state in 
the City of Jerusalem: (b) that these States shall be united in an 
oecnomic unien of Palestine among whose principal cbjectives 
WL11l be u. Custons Union cné a Joint Currency system providing 
for a single forcign. excheanre rate: (¢) that there shall be 
established Joint Beoncmic Roard, whose funetions will be to 
implement cither iiroetly or by delegaticn the measures 
necessary to renlise the ebjectives of the Eeonoriic Unione 
Until the Joint ucenumie Board is fune tioning (if indeed it 
ever does) the Unitel Nations Commission will have full 
Pesnuns loti ts Cor ainoneia!. and econumie administrations 
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Membership of Sterling Areca 
dL Poles tine 


Tt has tobe dccided whether Paies tine shoulda Leave the 
Sterling: Area on or beferc the termination of the Mandate. 


The basis of the sterling areca system is that cach rember 
is resvonsible for exchanre control (includinys liaport nolicy) 
in its own territory. Decisions of the local control are 
automatically endorsed in London and it weuld be guLte 
iupracticable fer us to attempt to vet any Largs number of . 
individual transacticns, vr to enforce unilaterally any limit 
on a nember ecuntry's hard curremecy expenditure. 


aie 


| 25 
In the case of the Colonies we can and do issue 
instructicns on exchange ecntrol policy and practice. With 
the Dominicns we have te rely on voluntary co-operation. and a 
Willingness to receive guidance from London on majer questions 
have ao more formal agreement, limiting their 
Tf 2» member does net come 
the precepts of Lonaon, 
sterling area. 


The United Nations Gommissien knows nothing cf exchange 
control administration on sterling arsa lines, and is most 
unlikely to see eye to cye with us on policy: even 2 it Gad. s.° 
its adninistrative machinery will be inadequate. We could not, 
sherefors, rely upen it to ecsonerate with us effoetive ly at 4a 
tine when, in view of cur critical dollar position strict and 
Hawa Let administration of exchange cuntrel in all parts of 
the sterling arca dla vital for the areats survival. 


Tho Troensury therefore propose bo sceok Ministerial authority 
to srranss for Palestine to Leave the sterlin st arca hefore we 
resion the Handsde and the Committee see no objeaticn to 

Cols Provo se Me exact date at which this chan? & eee 


ob. 
on 
take place Must, je discussed with the present administration. 


Je Trans jor Lay 

Trans jordan has mntil now eantinucd to use Palestine 
Currency. Tf Palestine ilsft the storlins ares it woula be 
virtually impossible for Trans jordan to remain a member 
while she was using the same currcnceys Tf therefore she 
sa te remain in. the sterling cree and for polities l reasons 
4¢t is desirable that she should), When Palestine Leaves Lt, 
she will have to have diffsrent currency arranzenunt Se Tt 
is understood that the Trans joruan suthocritics ure already 
considering the toss af approaching the Tragi Gevernnent with 
9 view to using Iraqi Gd nuars jnscond of Palestine pounds. 
This could be done within & short time, and weuld be the most 
‘saonsible nupranceaent, sine» the circulation in Trang jordan 1s 
so amall (abvut £P 1 millicn) that u separate currency would 
DG HN. GREPIVAPoNCes Teans jordan has at present ne SEMILA UC 
Sor LiCens i? evo ter ants vory eke techy axohmnire controle 
Tf Trane jorion wore to paicin in the etorlLine arce in this way 
it would oo neccsssry tG sue Ten te with the: Trans jordan 
Mu thorit Leas er intro due tion of import Lieensing smd the 


Gist ae ee 4 Cente ls 
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eo departure of palestine fron the sterling area 
would not Pootrict her frevcton to anend all her s or ling 
to ony Dee Ak ahs aterbinc ares or tea move her balances about 
within the Sf Gy) 2.2. UC Som. au PAC ie The whole ef the 
balances wuld ea i Ge She Oe te attract unrequited exports 


fren the United Kinwdome 
ia at 30th Octehur, 1947, thu sterling balunces of palestine 
and Trang jordan (the Latter he tare od 7 ame ll proportion eae 

the total) wore ecnstituted approaxiinately «s followss3- 


& millions 
Curroncy Bonrad haldings ALL 9 A 
Crown Avoents Funds _ 1ON7 


Commoreial Rankins funds opal 
Loan to His clajos y's Government. OPS 


sieges 0 1:00 58 
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Se At 30th September, 1946 the tctal was about £120 
million, so that there has been a reduction of £20 million 
over 13 menths of which £53 million was during Oetober,1947. 
We are not yet in a@ position to tell hew auch of the Gdecreuse 
during the last few weeks is due to payment for “irmorts and 
How much. Lt oany, to Switel: of canital. to other pacts =f the 
StGrling ores in ANtIcivation of sessible plockintte : 


De Durins the tronsitionul perice the balances (if left 
free) must be oxmectad te Pall even ure sharply, since 
eeneral Unrest In the -cauntry mirhs Peauce ~xpeorts trom 
POLOS Tine 4: Bel ConNslUuSsrai le. Stic Lie Peeoin ts Prom 
BrPLtlsh ML Loary expenditure would. Wave ceme tO On. enc. 


rn sur own interest, therefore, sslestine's sterling 
PUL Ge. Ere el ont an early y Cate for the sam: reason that 

the bs Alene es Hf Tndia, Beyot «snd Iraq were blockea, If this were 

ot done it would be to the. detriment of Palestine as well as of the 
UnLtcd es neenuse Tt would alssinate resources which the 
Successor Govermcnts would recuire for mero essential 
Lovee torm PUPP OB UB Thore 13 sdmittedly tae political 
OO Vet L 4 that, LP we de this et cnee witarut iving the 
interdia cdninistration time te shew whether it can carry out 
aM) 2port poliwey thet weuke not Prosalt i a seriaus drawing 
down of the oilaneces, we may be accuged of sabotarn,. The 
Flfueics Ter ne last few weocks should enable us te demonstrate 
that Ltis necessary for us to take osrly action purs sly as 4 
safeauard a6 urselves snd that no political digerininasien 
Ls intended, 


Ll. Te Teeasury Tierelore BEMwoose “Gt Submit “A caso Tor 
CROoOZLns side stinian Dalnunees subject t sufficient roleases 
CC: GAOL Teas Te eontinges, snd: the Com toe: Bee 1M 

COs Cerom te The wpe yooh, 


Curroncy 2c ard 


io a Pre PG ay OF i TUS Tee: OF a CHAN C “Lin the: currvency 
Wichita Cnt: SOUNSMLe Beers Le Tune tL. Cant igence 20 
Cie. Vega Clr Peyey oN Ue oe Pome, yy Centinuan® ‘to mike 
Lh CONVeEL TLV Aba Se laine Gren th. an (ifr we frCEZE 
valances) we showld have to insiet thet rede mptiLon wonoy 
me Cueie ats a ee ae ae ee. san ts (otherwise this would be 
LOO aC Le a) ie a Loe wesemeore nts). 
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Lae The Treasury are seeking Ministerial suthority 
for these proposals. 


Recommendations 


Oe It seems certain that decisions on these general 
financial questions will be taken and implemented immediately 
and before negotiations with the United Nations Commission 
are begun. This will avoid any possibility of 

enbarrassment through the Commission sugeesting a 

different course from that decided on by the United 

Kingdor Government. It is recomended that, when the 
Commission is estsblished and discussions on financial 


f 


and economic questions begin Sir Ae adogan should: - 


(a) inform the Commission of the decisions as to 
membership of the Sterling Arca, blocking of sterling 
balances and the Currency Board which have been taken 
and the reasons for them; 


(b) suggest that the Currency Board should continuc 
to operate until the Joint Beonomic Board had been 
established, since under paragraph D& of the Report 
of the ad_hoc United Nations Committee on the 
Palestinian Question this Board shall be the sole 
Lesuinge authority; 


(c) sf the Conmission raises the question of the 
disposal of the assets of the Currency Board say that 
insofar as there should prove to be any surplus assets 
these will be trented in the same way @5 ony other 
assets of the Palestine Government (see para. dl below) $ 


(a) if the Commission ask for representation on the 
Gurrency Board, say thst the United Kingdom Government 
would be prepared to consider this PEquecte 
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ASSETS AND Liat SE LITIEGS 


of cx 


Fixed assets in Fa. Palestine of His dajesty's Government 


1Ge Details or the value of whe fixed assets constructed by 
the Service Departments in Falustine have been recuceted from 
the Middle East but this information eS 3168 You PGen 
receivede {tt is beliéved that the bulk of the assets are 
sited on requisitioncd, hired and exproprinted Lande Many of 
these assets arc of military value only but others would have 
considerable civilian-ase veluc. The Serviee Departments are 
endeavouring to sell the assets which nave beon constructed 
on freehold lend, but selos of ABoCtS ol major Doliticel 
significance will only be madc with the concurrence of the 
Palestine Government. 


17s im Gae- e2becnee oF the report referred to, only very 
tentative ostimates of the veluc of the assets can be made, 


put. tac sailvece Value of 2Sscus constructed on hired, requisitioned 


or . cxpropriated land is BULLEVE BOS Al Dae order of 
62 million and the ee GO: te Wie purehaser would cerobably 
be SU bStantin aly naeae 


18. It is the view ut the Falustine Governn ican. thet 22 
titlcs remain in their oer POM; Eve 9 VCSted. 10 the 
High Commissioner, there vad ght be : aera culty in asserting 
GAC oe of the Service Depurtinunts of His indesty's Government 
in this lana efter a Con ete of the Mandate when the 
OLLI Ce Of {nner a a will presumably coase to 
GXLSte This Innd was voute cl opdsinally in the High 
Commissioncr on behalf of the Service Depar tments concerned, 
oresumably to uvolid ony ausetion Srisine of. cuslionre weer 
article 5 cf the Mandate, but it seoms clear thet the 
provisions Ar ClILe BruLeLe were not istenved: to prechice 
ordinary acquisition cf private ric nie tO Jans Cle. LeecGr 
granted to foreign consu ulates and the SP Lele, ger 
Palestine. 


on ol the Hireh Gorm selene CHa G UAC 

ve moins of pretecting the interests 

aont in this lend is te vest it adircetly in 
the Service Depesthicn ScnvCCcrmmed,: artic. by. cea 

ordinance or otherwise, oni be hes ise intermed the iidaeuse Y 
Authorities cencerne 1] in trlestine. It is their policy toa 
entenvour to sell of cll dpmoevable osseta with the Least 

possLele . but, both because this may meen censider LG 

Lose 6nd Beery ues 12 thie ine en ML on bale Soll oe ile OL 

Lb Wey se gens OSH L.. Le Ge ere 28 ask PPO: Sone. same such 


= 
i. 
methodol “Fotcctiy MAGS Gy ca Government's intersste 
AHpCars NCCC S Ly. 


16, [ie 7he conc Ly 3 
aafest and most ‘cliect 
cf His Majesty's Gover 
re 
z 


al 
a. 
ni 


- 8 
qo 


Moveble ASSCUS. 
a AP RU pee i ARPT “CP eT TIT OA ES SE pane AE 


29, The only known movable cosets of His majes sty's Government 
remaining in Falestine after the termination of the Mandate 


Will be military stores, fe tet bed BUTS on These 2s Even - in 
Appendix "3" 


wwe TE A ke 
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91. The appointment of a United Naticns Commission as an 
administering authority for the whole of Palestine to take 

over the administration of the country following the termination 
of the Mandate involves the question of the negotiations to 

be carricd out for the surrtinder of the assets of the 

j > 7 > ra Ws : 7 a a - ; ; a 

Bees Hoe COT Rt ng ne tore Pe eet ke sons ke Fs 

egs ential. that clear distinction is drawn between the assets 

of the Palestine Government and the assets of His Majesty's 
Governmente 


iabilities of the Palestine Governmente 


22, The Commission will, no doubt, be guided by the 

financial clauses of the Plan of Partition with Economic 

Union and these present some difficulties as to the definition 
of the obligations of the Palestine Government, the means which 
would be available to honsur the obligations taken over by 

the Cormmission and the handling and distribution of 
Governmental movable ond immovable aSSetSe 


93, The assets of the Palestine Government might be 
summarised as follows:- 


(i) General revenue balances; 
(ii) Funds for specific purposes; 
(iii) Funds in respect of Public Debt; 
(iv) Government lands, buildings and stores; 
(v) Internal loans; 
(vi) Trust funds; 


(vii) Palestine 3% Defence Bonds 
Certificatcse 


ou. The liabilities of the Palestine Government might be 
summarised as Tollows:+ 


a) Budgetary expenditure until temnaination of the Mandate; 


(ii) Public Debt; 


(iii) Specific obligations in respect of the right of 
public servants including pensions, compensations 
Or SPaotuLiutes§ 
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(iy) Specific obligations under ralestine Ordinances; 


(v) Contineent linbilitese 


256 These assets and liabilitics ere indivic 

SScts c & S ere individually dealt with 
in Appendix B, except for the special problems arising on the 
Public Debt of Palestine and on Pension obligations, 
which are explained in the following paragraphs. 


(i) &P.3,600,000 ~ 3% Guaranteed Loan 1962-67; 


(ii) War Loan (Bearer Bonds) lst, 2nd, 3rd and 
uth issues, totalling £5,791, 960. 


The 3% Guaranteed Loan, less stock redemptions, art 
31st March, 1947 stood at BP.3,150,000. This stock is 
guaranteed as to principal-snd interest by the Treasury 
under an Act of Parliament of the United Kingdom of 
Creat Britain and Northern Ircland entitled "The Binance 
Act 1939" (24 and 25 George V, cap. 32). 


97. The operation of the Joint Economic Board to be 

set up under the Partition Plan mekes provision for the 
serviee of the outstanding public debt of the Palestine 
Government. An agreement with the United Nations 
Commission safeguarding the servicing of the 43 Guaranteed 
stock and War Loans (Bearer Bonds) should be a major 
objective of our financial negzotiaticns. 


28. Pension Obligavicns: 


Pelestine Government hes pension obligations under 
Palestine Ordinances 2s well as obligations in connection 
with the Palestine Provident Fund, Widows! and Orphans' 
Pensions Fund. In addition the Palestine Government 
have not yet fineliscd their views as to the payment of 
compensation and gcrpotuitics to public servants and to 
the police on termination of the Mendate. Preliminary 
views of the Government of Palestine have indicated that 
their proposals may involve a sum OF SP. 16 midiion -on 
the basis of “funding” pensions. Towever, it may be 
possible to arrive «t gome more economical method of 
meeting the charge. The position cf expatriate Ort iecy se 
of the Palestine Civil Service will need careful consideration. 
In the main it is heped that the majority will be found 
other employment in the Colenial Qepyvyice but there may 
be a small residue wne cannot be so placed fer some while 
after the termination of the Mandate. 
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¢ 
oDe Qualifications on scceptance of Financial 


3(a) of Chapter 5 of the Report of the United 
Nations Ad Hoe Committee on the Palestinian Question, 
snvooses a qualification as to the financial obligations 
which the State shall respect and fulfil. While saying 
that oll financial obligations of whatever nature assumed 
on behalf of Palestine by the wandatory Power during the 
exercise of the Mandate shall be respected and fulfilled 
there is the irportant overriding condition that such 
obLigatilons would he those recosnised by the State. 

The United Kinglon jelegation has reserved His Majesty's 
Government's pos ition rocsamiing any clauses in the 

Plan, and we Gust rosist this qualifying condition to 
tho extent of making the unqualified acceptance of the 
obligations of the Palos tine Government a condition for 


ey aad 


the surrendicr oF its assetse 


O06 Means of necting obligation 


Then there is the question of the mcans which 
+he Commission will employ them to mest certain 
charges arising out of the obligations taken over. 
As to-the servicing of the HUbLLG Acet and. Ene 
cost of superannuation benefits now being paid or 
falling due in future, the Partition Plan 
envisages these charges as beine met from the 
counon revenue of the Joint Bconomic Board, 

This presupposes that this Board will be sot up 

and function satisfactorily; but tais woula appear 
be a doubtful provosition in present circumstances. 
Should there bes difficulties in setting up (a) the 
respective States, which scchis PRODI. ~ 1 

of the Arab State, and (b) the Sconowic Union, the 
Commission may not be in a position to Liaplement 
its agreement to discherge the PLO LLL. Ones 
over unless there are safesuirds sgainst such a 
contingency. 


Recommendations 


Dake Tt is recomacsnaced that 


with the United Nations Comnisisia: 
Oadogan should ensure thnats- 
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(a) a clear distinction is drawn oe tween 


Pa Leaving Governmcnt assets ancl Agosots 
of His Majesty's Government, 


(b) That the vesting of land directly in_ the 
Service Pan Hen is duly acknowledged 
full and clear title of His Majesty's 
Government departments Wee oda Lo 
Aispose of such assets as they may seem 
desirable choula they not be disposed of 
before the tornmination of the Mandate. 


Tt is further recouscnded that Sir Alexander 
Cadogan should be asked - 


(c) To discuss with ths Commission nlans for the 
safe custody of such stores Left behind hy 
the Gilitary, sn Por their ovement to 
tie Hiifa enelave for subsequent evacuation, 
soundly an appreciable time after 
tet: att tUG Ge 


Tt is further recommended that Sir Alexander 
Ordoran should be asked to eatablish the following 
principles:- 


(i) Phas the surrender of Palestine Governane nt 
ance ts is conditioned on whe unquaile led 
aneceptsnes of the liabilities incurred by 
the Palestine Governmont (there is every 
indication that the limbilitics will excecd 
the liquid sssets). 


eG SA lean cere clauses 8 of Section 
af Gheoter 4 9f the UNSCOP Report (see 
Pootnote) , 48 Long as the mandatory period 
He Gilg: PL pie 07 ie Government must be free to 

eontrol the finances of Palestine as she 

i ite cnnsyntey pee See ; r : Fee sia eae dest an 

Macabre ne Ge sua ies the intersst of Palestine 

ag go weole, anid 


That mdoque te i anenus are made to 
Lorde nity | iid Majesty' g Government in 
oe ate euarantes of Palestine 
oe nteed Stock, and for payment of 
een eee ee heuneLiLts. 
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Re eS 8 PR, IIT 


POOUMUTS 3 During the period betwecn the appointment of 


Ce tle eleead Ong + womens cower analit 


So tindteod Nations Commission and the termination of the 
Mandate, the Mandavory Power shall, except in respect 

of ordinury operations, consult with the Commission on 
any measure which Lt may contemplate involving the 
LidquidatLon, “is poned or eneumberings of the assets 

of the Palestine Government, such as the accumulated 
Treasury Surplus, the proeceds of Government bond Lesues, 
State lends or any other asset, 


GERMAN EXT ERNA ae (AL ASSETS TN rALHStL 


30, The General bac sKerouhd, te AMS OSeTel om Or tae per lin 

BACT erica of July/August, 1945, it wa 18 cided that, "the 
reparation clains or the United ates. the Unite L Kingdom and 
other countries to ruparations shall be me eee Ne eena ts ne 
and from appropriate Goria externak @ane By the provisions, 
of Article 6 of Purt I of the Pinel Act os ghee Confcrence 
on Reparation, Vener Siena Lory: 10s sphoent shall, Rees auch. 
procedures a5 1t mey choese, held or dispose of cnman assets 
WiLL: 1s jurisdiction i se mgnnere ) ALO PAG. to preclude their 


return tot German owners ship Or era: TOL suned te preclude igen nst 
its ¢ German reparation Share _ such § 28Scts “article & of tart 1y 
of the Finnl set states that “the sipnature of Gach Antracti ug 
Government shall be deemuc tC neat that the cifect of the 
present Ags Yeamont GXTENGAES cee eee sa cere ceenes to territcrics 
unter its prote eee or ‘suzerninty of over which it to Deesent 
exoreises a maninte'! Under Article IP of the Wa iad. er GL tire 
Faris Confer ones on Reparation, the Tnter-AlLlicd Reparation 
Ageney must char ce the ropouration aceount of goch Signatcry 
Government For the German Manure: Putt. Tee Government's 
jurisdicticn, aAd @ACH SISA aALury Gover nment is required te 
render a return of the value O° SUG Bee cs ns deTi nett bhareners 
Article 6 of Fart I of the Uren ve zjesaty's Governnent 
signed the oe BerEcwent on th "818i De Eee. 1945, when it 
exercised a mandate over ee ate 


45. The. rosition o of PS SEA, went in regard to these 
German assets po eek westine 


(i) His Mage aty's Goverment Luo reepol Sibi te see thot: alt 
German enemy assets in Pelopting are Ba dealt Wile ae. VO 


4 


préeclu:ie thelr fetvrn be Goernan OWie eee er Seiirols 


(ii) That the value co these mpg@ate is ineluded in the United 
Kingdom returns to the Inteor-allic: RoParation Boney. Ou 
Cepuean assets unmicr Unitud Vino Jur iedietion. 


( 7ic,). ie United Kingdon te ahore af eoeparatione ie Slee red 
under the Paris Act, is charged 
ralestine, 


(iv) The Asséeubly (3 Daten s@ Reparation Aepcy Wy ClLLds 

we are advised, still ea the United Kingdom ac the 

Geo oer genet onoibls Po am Ceeaunie Lie POY er cna Hace tes 0, 
glestine who the GP. et the mandate ever tae Lerr i eaky hed. 

peen eee ee : 


34. German Exton nal iesetse under the Cantrell of the Custodian 
of unemy Property for EAles tlle 
These nasets total some #9,° million, oml there ore further 


5 

assets to the value of perhaps twice this fisure Pelongiag Le 
Geans interned in Palestine ei: th BU ee Le iD Reeo Jeter 
assets are Lignble tos be roLloased te the vewhela uniior the Final 
Act unless such Geuners are mo kde eee Heneray, pore 
adjustments made under the L.A.R aA. San outing Sa Por 
external assets, the final sum likely te ps charced apainst the 

a Gnemy assets 


-s 


United Kingdom Popa Pep Ome Ole i. aby ragsoect el 0 sick 
in Palestine is #4 mililicn. 


35. Steps taken | lis Mejesty's GOVELMNG nt to secure control 
and transfer of German © enemy eesets ip n ralvstine _ 


The High Ccmmissioner for Folesting has been asked ts 
instruct the Cu stodian of Enemy *roperty fer Palestine not te 
vest further any German property which ma have to be released 
Coxe es Ah opuee “proper rty). He has eloy pecn asked to 


consider menscures whereby as much of the immevable prODErty 


tae ay deeds tee Se. Sede? ete yek Sas ba eupaeh ies 
Wil a a tie Re NaS OLE, mals. Cre Genie ae Assets 
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as ae Cary OC. ha tees led, The tligh Commissioner has als 
been nsked to advise on the possibility of transter to the 
United Pander of 21 Liquid ae: now available and which 


become available as the procecds of sale of ussets, 
36, Eossible Rinancisl Eft 


I. The firs setimet. of German assets within the United 
Riprdon JUrTSdTeT LON Se bes Wow Wale ceo: the Fiver bie. 
Ae eee i Lace Sueno ae proximately £e willlion has becn 
TROL CGal i CC OULTE. Gi Ae ao Ts. The provisions of the 
Paris act snaele us te adjust this estimate later according to 
tees SG Ne Lie aC ee we ore ubliged te account for asscts, 
velit. Gl NiGh. Wo. Pew Lor Gerltainiy, ees DeCsuse They’ Dave 
been Liguidated, but ars unable in fact ta sécure the transfer 
So oe esa nirsdomn Exchequer, would ticon that our 
i eo as ae “tion im ather assets under Category cf Part I of the 
Pinal cot, wOULd. bo ProuleGed, One elect. of This teen tbe VG 
reduce cur shore of Swiss francs derived from the disposal of 
German ASSET In Switseriland, This reduction would not be the 
CGULvoLeNt Gb ae ee of German Assets in Pelestine which we 
hed: Snelue ti ane Tae as PECUPN, DU would Celinitety 
reduce cur shere te an extent which at the moment cannot he 
TOPSCEST, 


wae suish Clains vor reperation payments 


TiS cow si eee Have Nithertc chained thie, 
compensation for the sufferings cf Jewry under the ze: 
Palestinian Jews shouls receive componsation out of reparation 
payments over anu above That Alrewds preevined for an ce 
Pi: Le, Je oo ne a Wl ee A. ae he 


whole of Gerns: Asa “h yipeting Ghould be carnarked. Vor 

thirs. purpose. fides oh .oney has olready been itenicd 

aah aaie Seas cae ry | enarntions [or the rehabrlicacron 
NCNHYSV IORI Se: of German motion mre governed vy 

fe i ct oi, eis meer contribution to Palestine cver 

above the anreod calastinge share (on Future Action (II)) 

wily Pe mie 2b The Gewese Otis Majesty's Government, 
lee ee eae at) BCCOUNt Or ela Theae Hescis, the 
fecciot Gr Mitch yeole eI Tae Ly ea eCr tie reparations receipts 
or the Uni tod ean Aol GROMeQUGrs 


; artnet & a Se ee ee 
ReCChHES MOAT LOLS 
ee ETT Ae PCTS LIYE SET IO CODING A 


tt 26 Poe aimendod: that Sir 7, -C : Sule . . 

het oN : id. vl) Mee: Se her Onda Ly Stk (] aad FE 
take the ling:- | i. San Sheuld be asked 

g That the wmeximun amount of German immovable property should 
be liquidated before the mandate ia relinguished, and the | 
ooesi Lay it securing the transfer cf the Liquid procceus gt 
facere ta Ene United Miedo explorcds 


(bo) What & peOvEsion: Seoul d, ibe inserted if possible in any 
instrument handins over the control in Palestine to Which we 
WeYyre. a party, whorehy an undertaking weuld be SiVEeN EO 
Fass — ty's ees by chess responsi ble that German 
aggets in Palestine would be contrclled and di onesed, of 
Ly cordanag with the proviatons a Ane Wine Get or aris.” and 
that poe nrececuds. of their sale or their value would be maue 
Bye babe. te the United ihe deny, with the obligation to pay 
Palestine her BHOLG (which would be gunll) calculated in 
accordance with a formule adopivd in the case of CbLlonial 
Lae, ov the total Onited Kingdem German reparation 
roceints when 2 decision hag been reached: and that 
CIT me Cadecall Siew) bo eked, Co Nee tiate with the Commission 


to secure such 6, DUroOvVLe Lonny 
vil 
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(c) That in so far as we wore unable to succeed in (a) amd Cb): in 
the forcgoing, the return of the value of these assets to the 
Inter-Allied Reparations Agency should be Written down on the 
grounds that this had becon brought about by reason of tho non- 
accessibility of the assets to the United Kingdom. 


(d) That any Jewish claim for the Germmhn nssets in Palestine to be 
earmarked as compensation for the suffcrings of Jewry under the 
Nazis should be resisted, 


Paloestine'!s Membership of International teonomie and Financial 


J) aie 


39. The Official Committee on Palestine arc previewing and making 
recommendations on all international obligations (including GeBe, 
membership of international, economie snd Pinancial podics) 
assumed by the United Kingdom cn Palcstine's behrlt. 


Safeguards for Commercial Interests 


ho. We necd to safeguard our commercial position in Palestine in 
the interim period between the laying down of thé Mandate and the 
negotiation of long term agrcomcents with the successor StCAtE Ge 
Our objéct should be to negotiate an arrangement with the 
Commission Which Will safeguard our pusiticn, not only while the 
Commission is actually sdministerin, the Pereitory, bus Lor -2n 
interval therenfter sufficient to sive us time to negotiate 
commercial trentics with the successor SCACCS.s Tt follews that 
we shall have to try to persuade the Commission to place some. 
restraints on the cecnomic frecdom of the few Gtites tor tncie 
first yoar or two of their existence. 


Treatment of Goods 


hi. “Palcstine is at present an MUNCrCn & te 6 Goneva Agreement 
on Tariffs and Trede which was signed by Haig Mn 3 Givernment 
in the United Kingdom on behalf of the Colons 

vhe United Kingdom itsclr, Tt 

paragraph 39) whether or not Pulestine will Pemain 2 

Genova Agreement on Tariffs ane Traido aPtor the Mandnte is inid 
down Be that as it muy, We shovld cndeavour to secure ana 
undertaking from the Commiscion tint they will continue to apply 

the Geneve Agreement on Tarif(s «nd Penge rulcs, vbeolytely in 
nelation to other purtics to the Genevi Aprescment on Tariffs and 
Trade and conditionally in reltion to all other countries, 1.6., 

to the oxtent that those countries in peactics da not "discriminate" 
against the commerce of Priestine,. The Cawiission should aso be 
asked to ensurco thet in handing over to tho successor Stites, if 

and When established, 2 similesr undertiking valid Por u por Lod:.OL 


at least two yours should be obtained Prom them. 
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42, We can support our request by reference to the Pact THAT , 
under the terms of the Wandgtc, Palestine was bound to grant 
equality of treatment to the woude, nationals, etc., of all 
manbers of the Leaguc of Nations (and by. & soparatu agreement to 
the U.S.A.) and that this had to ne iven even if one of the 
countries concerned discriminated azainst palestinge THe: Lane 
our representative should theretore tune with the . 
Commission is thet Palestine hes nlwiys followed a policy of 


non-discrininction in commercial matters and it is hoped 

that: thet. soley Wild ne: cortinied “Uaer: “Che Commission's 
Peeine, id: Tur ther, what tor ae first two ae OL thewr 
existence the successor states shall be under an obligation 
£6: Sone Wet wy TIVERTON Toa ener or the United Nations 
thot. MECOLG Tis Base “UG “oni. 


The above goneral rule of non-diserimination would not be 
yeaa 1 sien. e wey as to prevent Folostine making special 
custome saereemcuts with neighbouring territories c.f. the 
epee Terentia k Tara Tt Arron yeement s with Syria and 
Lebanon, 


Bere 
a2 oe. 


Tregtiment of Netionsls, Companies é Civil w=VLOCLOn 


us. wWhen the Mandrt: in toredneated we shall have no treaty rizhts 
iit Pabesting Ter our netioneisy thei busine eses: oF OUE. “Shae Lie 
BNC: <Civiaidk Ve UPon. Tr the Lons term these ean only satisfactorily 


be Sareruse 6) DF The Bieoeltiationw of oO. Treaty OL cate AbLishnent 
end: Hevea Tigs WLth. Ue sucuessor otatcs. Tt will not he 
OPSCTUCH ek Te Gero tiete detaiied provisions with the UNO 


Coumigsion. iad to cover the position in the intcrim period wea 


ane Wee Ge ay ae ae eS vivendi gxpressed in fairly sencral 


CGLVings 
Recommends 1tivns 
Lees. 3G See aw fcorniendel thet Sir «a, Cadegan should be asked 


LO CECT. OL” OO. ) scocurc en unde; 


2 Cr. LAG deo Of Te tilamebey “eonpanios and: shipping ct 
eure oi undertasing Prem the Comi:iseion that, while they ure 

responsiinte Vor Ae ere fig ture itory.. they will eran “ce 
United Heations netiounls, tneludine guridiceal porsons, pote aL 
Are ‘nos t Payource a ee ji All matters pertaining to 
commerce, industry, chippiac, civil uviation and other ors of 
VEGioees Sela ety fathin 7 cr Leas GUbJeC eto: the: seer uroce! 
“yyant of sindlne trauntizout in lie mctters by the VALCea Neti en 
concerned te we Rana ies EEO, “his undertaking 

Mould. De MMe Pit vst “Gi tor BUD CCu to any exeCpnl ns: 
customarily included in esnmercinl treaties. © , 
Similarly tne erovictens with cuccect To rocinroci ty eranted. by 
encrn of the United Satiens weuld be understood to be sib ject tO 
TLIC exceptions eetemarihy included in the commercial trentics 
eaneluecd Si Ce Teas The Getmission should alse be asked 
to ensure that, in bending over to the successor States, 11. ane 
wien established, “ etiniler undertaking valid for & period of at 
Leet tWe Scere 1o DPCP Ppom tein. 


BAPORDS dee ck OES TINE eT ECU asl i fou UGH ies Famed LO. THE. 

UNIT luD) ) ALNGD Ol: 

Mins te eee Le ee Dee ie et “arbereat- to” the United 
sw LOM aI 


Foodstuffs, m@inly eltrus fruit and fruit vroducts 


SC Se ae notes: on thos. aro in the dependix C. A special 


wh hS 


etor in th: ense of oil products Ls thet it is a United Kinedom 


cate spost for those products te be Freely Gczported to wicet the 

other nerts of the soterlins crea snd.to earn Porvign 
RoC. mmendaticns | 

u6, Tt is SS Peoudionaed tout Sir 2, Cadoran bo askod tor POCucst 

Ut ee WA LON Grcipeieas wae \ o 

and potash to the Uniina iu (hy the irae a 

petroleum products by tne Spitic cil companiss to suena 

(eee aiee eae ae | 


a Oi ee (a) ‘the exports of citmus 
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PROCURDEENT MENT OF FOODSTUFFS ARD_ 
HOOCE sturis 


lie The Manisiry or foe: has hithorto Sealt with the 


proe ‘ramming, sponsoring and preeuPpeme 
TOY Pac ane. 


to quirement Deu: anee rap ares 
have alranacty beon eee aa 


Mission in Vavhineton idee 
LAE ey. CC Gd {brid TA. Ghee bw. 
anc. Pate Tar Pelostine, 2c eH 
rogquirements. 
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a) Ge mneral Financial Questions.\parite i 
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APTHMDIZ A. 


br, OEY Ol ERG Oren TER ep rep aNRe! 


STORES IN PALESTINE, 


There ars large quantities of military stores (Naval, 
Army and Air Fores) in Palestine. A considerable proportion 
of these stores constitutes part of the approved maintenance 
and reserve stores for the Widdle Hast garrisons and the 
Army generally, and with the existing and prospective 
stringency of financial provision for the Services the 
necessary roplacement cof such stores, if they had to be 
abandoned in Palestins, weuld be extremely difficult. 
Tt is esseatial thet cvoery offort should be made to witnaraw 
all military stores, wiich wo desire to retain, from Palestine 
as part of the general cvacuation of that country by the 
Forcese | ; 


The evacuation of military stores from Palestine has 
already begun and is to procecd pari passu with the general 
evacuation of the Forces through the four stages of Plan A, 
as recently approved by the Defence Committse and endorsed 
by the Cabinet. Ths latcst review of the situation suggests 
that, provided conditions permit the planned orderly evacuation, 
it should be possible to withdraw the bul of the stores 
required elsewhere. There will, however, be an naditicnal 
quantity of some 150,000 tons of useful stores which would 
have becn required had the Forces remained in Palestine. 
Immediate replecements will not be required elsewhere, and , 
Sines it is not possible ts svacuats them, theses stores will 
remain for local dispcsel by the Ministry of Supply. PAG Le 
is 2 ecosidersabls risk that we may Jose sven their disposal 
value which may amount te about £25m. This is not 2 
contingency which con be lightly accepted, and the Ga biLnes 
have ugresd that special messures, including the appointment 
ef an ofiieer charced with tais purpticular task, should be 
token Le Taei li oete. First | 


the ecllectivon and evacuation of military stures 
Crom Fareetan 


(pb) the digp.sal :f surplus stores in palestine, 


There are two develcmments in the Palestine evacuation, 
the possible cifects of which upsn the stores gquestion 
Sir Alexander Cudugan guvuld be asked toa bear in mend: 20 
nogotiation with the United Nations authorities. First, 
it secms possible - and tas Comnanders-in-Chicf Middle Enst 
think it is prsbabls =- that a exnsiderablse quantity of stores 
Will in any cass fave t+ be Left behind at. various stages ot 
the planned evacuativn of tresps. It is proposed that plans 
shsuld be discusssd by Sir Alexander Cadogan with a view bo 
the safe custody of such stores left behind by the military, 
and (a) tsa their movement to the Haifa enclave Por subsequent 
evactation, or (b) te their disposal, possibly so appreciable 
time aftcr 1st August. Secondly, deterivration of condi ticns 
in Palestine as petween the Jewish and Arab commuNnifies, the 
premiturs arrival of tae United Natizns Cemmissicn, »eP iGher 
factors, tay conferees avme tolescoping af the milavary 
evacunti.n plan oew appreved in fav ur wf a are rapid 
withdrawal upvo the Haifa euclave. Tae Commanders-in-Chist 
Widdle Fast forces. thut any suen acntingeney would probably 
mean a heavy ndditio-neal abandsament . stores aleng the 
line of cvacuativn. In this event to., it weuld be important 
that such prevision 25 may be pessible in thie cireunstances 
then oxisting shwalG be made for (a) subsequent esncenure 
ticoa and icvencnt .¢ the steres to be avacunted ints the 


~s 
ad 
ad p 
@ 
x= 
par) 
© 
"i 
=~ 
= 
am 
~o 
[4 
ow 
re 
C@) 
F<] 
rm 
iw) 
o 
z 
o 
© 
nv 
ba] 
o 
he 
re 
©o 
= 
= 


eo 


and their safe custody there pending shipment 
overseas; and (b) the subsequent disposal of the storcs _ 
declared for disp7:sal. If a hurricd evacuation were forced 
upon us through the United Natisus Commissivn insist ing 
upon what we regard as a premature arrival in Palestins, 
then there would be a pewerful argument for insistence _ 
upon all possible facilities being Orovided tar toe evacuation 
Of MilVeary Ssterce eich thus: aad i> De tenporarily 
Sponcsnecd. 


relevant ale: thet the evacuation of military 
preseut rlens, will be siowed dtwn by the policy 
jeaty's Gorcoroment sad the Palestine Administration 
iHperfore sii The -catrus trade whicn. 15° S90 -, 
INpGrLant te Pelee Ss Cesnmy>; “beis eoansideration like- 
wise cffords er unt-tor sueking some guia prs guy as Pe pords 
Pradlitios For subsequent scvacuation of stores. 
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Notes on-Assets and Liabilities. 
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APPUNDIX, Ce 


Ae Palestins Potash 


By a lentestenting sercement with the Palestine Potash 
Co. the whole output of potash is talon by His ilaj osty's 
Covernmont on 2 coet-plus 125% profit basis. This “potash 
is Geom. to Meee Th Dert. whe roquircronts ar the United 
Kinttom, Dominicans an Colonive, an” the present arrangement 
continucs the procenure epproves. by the Internetional 
Emorgeney Foo Council “uring the porio® when potash wa 
subjcet to intorn: tional nllocstion. Allocations of eee 
eoagse: on 30th Junc, i947, The company, un er 4 Brivian one 
Palestinien Directorate, hols s conesssion Por 75 years from 
1494, sryentea by th: High Commissioner on bCHALT oF 
Palcstine, an® alse by amroement with the King of pices 
on behalf ot? that torritory in which a part of Gile. Cones 
lics, Royaltice are pais te Palustine anc to Pe ons ery 


= Tho wotash from the concession srea contains 2 high 
contame of KeO ont this high quality rere Ls 
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ae aa ete a ae shoul. be continues sfter the 
Rees sree Be as ate His Hajosty's Government have 
swoulied ee re: an? srantes a lean to the company 
Bn ue Gee ber, ‘ac te the support siven, ant the Bee 
market proviséd hy His Majesty s Goveromont, thet the esmpany 
have bcouen cblo te wcnatinuc in cperntien ans buil” up a sount. 
poasitione 
4e Ravel e yer Tike berms. 22 eae ern OSes 27re SAL 
to the Polestan “Government Se Wc “hie ee Sdor ran Government. 
It-is s.esume*, thet the Palestine Government 's share cf the 
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Ae Palestine Potash 


By 4 PONE Seo ne aercement with the Palestine Potash 
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Tel. No: Whitehall 1234. 
_ li TREASURY CHAMBERS, _- 
our Reference FEN ia 


GREAT GEORGE STREET, 
LONDON, §.W.1. 


- 


° = 
L9tn December, 191.7. 


iy dear Trevelyan, 


ft think it will emerge from the minutes of’ yesterday's OriC 
meeting that you and I are due to produce a revise of that part of 
the dorking Party's report on Valestine which makes reconvnendationg 
on the treatment of Geran external assets in Palestine. i 
Gest that this could be done cost simply as follows. “irst, kno 
out tne first sentence of paragraph 33 ("It is recommended sesceece 
to take the line") and substitute the vollowing :- 


~d2uasafay 


"Teli. Governnent's interest would yest be served if'-we took 
tne Yollowin: Line." 


second, insert a new paragraph after parasrap 56 as followe 


"However, it is possivle that to take this line would ve to 
EXLose us to accusations tnuat we were trying to rob the Pales- 
tinians of German assets which properly belon, to them, and tis | 
is a matter wnich lies very close to the nearts olf Jewiso refu- 
gees from Germany in balestine. ine presentation oi such a 
dine would need some care, particularly as regards tie idea of 
transferring the liquid proceeds of German assets to the United 
Kingdom and tne calculation of the Palcsti snare of them 
It is recommended tnat this scheme be further considered by the 

foreign Cfice and the tr casury in the light o. its political 
repercussions. It is not ur:ent tnat Sir A. Cadovan be 
instructed on tniis point." 
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NOO NOT 


36 If’ you agree, perhaps you would let iitchman iknow. 
le whe next step, I think, is with you. If you can, I sug- 
| gest that you should let us have your views betore Christmas. 
orton will be availsbl. after Christmas and we can then discuss 
7. it 


ie Prevelyan, Esc. 


it with him. 


I nave scent a copy of tnis to Hitchman. 


De 


Yours ever, 
rc 
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The Chureh House, 
Great Smith Street, 3.1/,1. 


ies 
(SA, December, 1947. ~~ 


ei 
Pog 
hes 


75872/15h/27/u7. 


Oren Kussell 


£ enclose a copy cf a letter which 
has been received from the Chief aeoretary, 
Palestine, which I understand Higham has 
already discussed with you on the telephone, 
It is difficult to return a firm answer to 
Gurney's questions at this atage and 1 do not 
see that we gen go much further than the 
answer proposed in the enclosed draft reply 
on which I should appreciate your early 
comments by telenhone, 


~:92uasafay 


I am sending copies of this letter 
to Beith, Foreign Office, and Downie, Crown 


@ nts.” eS oe PERT tT ics screed epUlerca 
Ag n sd 
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The Chureh House, 
Great Smith Street 
75872/15h/27/47. , 


(HA. pecember, 1947. 


Dea, Russell Cdirinrola, 

Lf enclose a copy cf a letter which 
has been received from the Chief Secretary 
Palestine, which I understand Highem has 
already discussed with you on the telephone. 
It is difficult to return a firm answer to 
Gurmey's questions at this atage and I do not 
see that we can go much further than the 
answer proposed in the enclosed draft reply 
on which I should appreciate your early 
coments by telephone. 


aduasasay 


I am sending copies of this letter 
to eith, Foreign Office, and Downie, Crown 


aOR COM GST “stonytegat ETA Aa LS AREY ites otra SIBERIA 
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Chief Secretary's Office, 


as 
si 


rant 


Jerusalem, 


Palestine. 


5th December, 1947. 


, 


ey 


We have been considering some of the financial 
problems which will arise when the Mandate is term 
4dnated and the United Nations Commission assumes 
responsibijity for administration in Palestine. 


iss 


Ze The main point upon which we are not yet clear 
is | | 


(a) whether we shall be required to hand over all our 
jiguid assets to the Commission with effect rom 
the date of the termination of the Mandate 


(*z* Day) or 


rth 


(bv) whether we shall continue to be responsible for 
operating the accounts until some Later date 
when we shall be called upon, presumably by 
the General Assembly, to hand over the cash 
for distribution between the Governments of the 
successor States and the Joint Economic Board. 


vi 
aoe) 


3. If alternative (a) is contemplated it will ob- 
viously be impossible to meet such commitments as 
the leave pay of expatriate officers in the United 
Kingdom (quite apart from other expenditure arising 
out of the evacuation Which cannot be brought to 
aecount before 'Z' Day) unless a sum of money sutf= 
ficient to meet this Government's liabilities in 
the United Kingdom for a period of, say, 6 months 
4s remitted to the Grown Agents with the approval 


of the Commission. 
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Sir Thomas Lloyd, K.C.M.G. 
Colonial Office, 


proposed th 
attempt to exercise some control over any 


ees 


/ 
eA ey. 


' ; 


If on the other hand alternative (b) is 
e United Nations Commission will no doubt 


disbursements which may have to be made and this 
will inevitably lead to difficulties and delays. 

5. Whichever of these two alternatives is adopted 
+t would seem to be desirable to have two offices 
set up to deal with any payments which it may be 
found necessary to make. One of these offices 
would be in Palestine, possibly attached to the 
office of the British Consular Agent. It would be 
headed by the Accountant General or a senior 


member of his staff and it is suggeated that he would 


have ta: be given sone status as a representative 
of His Majesty's Government inasmuch as the 
Palestine Administration will have come to an end. 


6. Another office would have to be set up in 

London to operate in consultation with the 

Golonial Office, the Treasury and the Crown Agents. 
Mis office would be regponsible for paying all 
expatriate officers on leave, for meeting the many 
claims of such of: taich will arise out or the 
evacuation and, for ments in 


the. United Kingdon: 


te You may also. find it convenient to have a 
senior officer or this Administration worsing in 

the Colonial Office to adviee generally on matters 
falling within .the scope of the "Palestine Clearance 
Office" as described above, and also to assist in 
consideration of such tatters as | | 


(14) he winding up of the palestine Currency 


Board; ' . 


(14). The ultimate disposal of the unspent portion 
of the Bearer Bonds balance now invested 
-in H,i.G. securities: 


rent - 
oy TRON Sete 8 


aduasasay 
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} Outstanding claims by the service 
departments against the Govermment of 
Palestine; 


The disposal of assets under the control of 
the Suctodian of Enemy Froperty; 


Protlens relating to Foreign Exehange Control 
(ineluding the future of Calestine's sterling 
balances}, import ani oxvort Lieensing and 
tne Gcvernmoent Trading Aceount. 
8 There woul seen 42 ' PoRs 
setting ur the nueleus of the machinery outlined in 
ye ta) Dey 
12k no coubt ° par & Aaviee 
based on Ppeeent tmowleére of locel conditions some 
time before thie .éministration setually terminnters,. 


oe A statement of the Assets and Liabilitica of 
this Government as at the 31st Maren, 1.47, will be 
found on nages 7 anc 75 of the recently printec  _ 
Report of the Accountant Ceneral for the year 1940/47 
but the enclosed Hote which gives further details of 
some of the more important items may siso be of 
assistance. 
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Yours sineerely, 


(S@eej) Hele Curney 


A etatement of the Aasete and Liabilities of the Government of 
Palestine at the 34et Hareh, 1947, will be found on ne a ie 7 and 
75 of the Accountant General's Report for the year 1946/4 


2, This should be read la eonjunetion with the p SaEDECmen very 
information which ie set out below: 


The Sovernment of “alestine hae « liability of £F.5,806,060 to 
Sond toldere in respect of money raised ag a ‘peeult of four 
desues of Bearmir ONG Be 


Apount already disoursed or avout to be diebursed in respect 
of eaerames for which 211 formalities have been couplete.: 
re 4 gt LOL, se. aw) 


Mans 


tagust &Lbocated but sot vet disbursed a FBP GOS 
yeade sq Poilowa: 
Irreviogably somnitted 


Heneral -arpooses Lonts 

to fel Aviv sunigipality 

only to be pald if 

eatiefsetory sarrangerents 

for pupehase of Saronas 

lands are subnitted before 
withiraval of Civil Ad- 
ministration &P.518, 


Balance in hand (unallocated 
and unspent now invested in 
i. Seeurtities) 


t 
hee de; “9 4 


otal: sub! He 9 95306 ,06U 


sete <2: at LAO TOS 
uwetianins - a ouamabtesenineems> ‘sae. snarantet 


hod waltinaaid on ON monn eel AA ONY quegy Sake woh apie GREE Th TR ORG CEP dah OS tat IO" anee 


f i@) agove: 


fo wake good the 1944/45 defictt oe, 149,353 
Campaicn against black seale Buk 450 C00 
Lean to Tel Aviv Municipality for housing Reke UAB FO 
Loan to Tel Aviv for other Purposes AP, 67% s0 
Loang to fiaifa sunielpality for houaelnag vibe OO 
Loan to Haifa wn deipality for 
Gther ure sea ae 400 OU 
Loang to other Loeal Authorities scien ae 
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Total: 203 


OD. AAD conn te Mel AA eae AEA Crate WAM out oe GT eat 1 Se SR Ee GBD SOR EE ne ENP a? CREE GE CER A Wt 
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a 
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Tika (Continued) 


(ae) Cb) aboye: 


Lean to Tel Aviv Winielpality for 

construction of achools GE 77 » 380 
Loan to Jderusalen dunteipali ty 

for rousing Gre GO,020 
Leas to Jatfa Gunicipality for housing LPs Riera. 8) 
Loans to other Local Authorities 

for housiag 


so tals eee = #04, 900 


1 mR aR ORNGE 8 CAITR trite Othe Galil nantes 
canal at, Me oS Sa tertabatalt Ot 


Sinking Funds on Sist dareh, 19/7 


Coutributions to Ginking Funds pro- 
vided in 1947/48 catimates 


Sotals Pe 4D ,le3u 


ELLE LEGD Sak AMG RETR tt Nate oR NNER E A ITO 41 
ent : 


atgt ys) tp AGH eet a ty ty t see 
cate cae we. i} ae 2 4D y 
* ed hata! Se ceeds 
oa atiateiall 


(+) Thie loan which sxowita to or. 5,64 ,0) Le cuspanteed ag to 
princips! and interest by His Majeaty's Treasury in the 
United <tavden under the provisions of the Finance Act 19°). 


(o) *rineipal, interest and Sinking Fund payments are sequred on 
the general revenues and aggets of the Goverumentos Malestine. 
Halfeyearly oaymentiea to the Sinking Fund commenced on the 
fat Bay, 1953, and eontrivbutions should be suffleient to repay 
the loan in full on the istest date of repayment which ia the 
{at November, 1967. The loan aay be repaid at any time between 
1962 ond 1967. frowiaion was made in the 1947/43 Estimates 
for aF.¢35,56) to cover interest Ginxing Fund and ather charzes.| 


eee: s 


(a) The Jeeretary of State hag already been informed that oo the 
baela of certsin sagumptiony the liability of this Governuent 
in pespect of pensions, gretuitieg, ete. on the date of the 
termination of the Handate will be of the omier of 
P48, 08,007, Further scongidepation of thie ,uestion in the 
light of certaln proposals made by the Seeretary of State 
suggeate that thie fLgeure ia probably un over-vstinate and 
that the cost may not exceed 2P.15, 000, 500, 
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(a) Loans totalling aP.2,3.5,000 have been wade to the Citrus 
“arxeting Board for packing miterials during the 
49U7/Rs Se@RSOM. 


{pb} These luans are eonetantly bein PenRid sud ehould be repaid 
wicoest in full by the end of Mareh 1945. 


(eo In seeordance with normal practice the Board might expect 
io carry over until the vext seraon BoOUB ak. CU pL! 
worth of packing materials purchase. fra these advances 
and epectal arrangements vill have to be nade jf the 
Hoard ig to refund wo Governnent before the 194c/49 
seagon that portion of the loan revpresented ty this 
garry over of paexing materials. 


t rrr’ 1 Teep RW Ry ny ey my gt 
pect. Ada abi tok “dea % 


fu) Advances made to eitrus srowers between 494744 and 1946/47 


was 


oo Ma, EE be nr es 
e. 8 5 “yrhly. 4 pa : Lay 


Met 


are atill outstanding in au amount of a 


ihege advances are secured on the crompa and aleo on the 
groves oy the eitrus cmesers pat Government fag waived 
{ts right to foreclose on the erepse of the 1ah7/4! season 
in favour of the ganks who bave oaje advances oor that 
ROR AOT « 

Tt uog Alweys auticipsted thet these advances grouwld be 
repaid over a period of aout Bo yeapra. 

Jo esadition to the total of .).3,294,°36 referred to above 
Soyern ent igs eonsivering taaine over from the 5anis 
dente from growers snounting 4420, U in respect of 
aadvanecs made by the Bankst: tie growers guring the war 
years. Tt is eongidered preferazle in the intereet of 
this important industry that all thege deots incurred 
fos eultivation coats during the war should be treated 
gimilarly, Fath:r than that the Banks should be in a 
position to exaet repayment from sone growers while the 
creat majority received lenient treatment under Covernmuent 
sponsorship. 


ee ee ee Ble 1A AND er abe eres ke te er Viled oe seen: shin 0-160 aante Bile NO ap 
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7587274 56/27/47 
Your Ref, G56008/5 


Me oly HEBRY GURNEY, O.M.G. 


QSCRETARY'S JPFICE, 


B JERUSALEY 


eoecccercene | 
Thank you for your Letter of the “th of December about 

finaneial sroblens erigin: o the termination of the mandate. 
{ am afraid that it fe not vesesibie to give you a definite 
anexcr regarding the two alternatives in paragraph 2 of your 
Letter ainee eo much must depend on the outcome of the 
negotiations which Sadogan will ahortiy be opening with the 
tinited HatLone Commission. An Tnterdae. artinentsl] Conmittec 
han been formed nere to consider our future finaneial and 
weonomic policy towards Falestine and to ware out the 
instractions whieh are to be given to Cadogan ag resaras the 

financial interests of the tmited Kingcom whieh we should 
wien him to safeguard, Keturally the whole question of the 
assets of the Palestine dovermnent and the liabilities that a 
Syeaesser Authority will have to discharge is one of the main 
iseues that will require to be coneidered by the comulttee. 


{ enclose for your laformation a meyorandum which has veen 
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prepared dealing beth «ith His ‘ajesty's Sovernment’s aasets in 
vag lestine and the assets and liabilities of the Halestine 
Government. Arrangements are being made for agpies of the 
more important semoranda subniitted ts the Sormmittes to be sent 
to stewart. 

we must I think assure that when the vandate has been 
terminated we should have no legal right to retain the uec of 
any of the ralectine Novernment’s assets to diacharge 
outetending liabilities without the concurrence of the 
United Hatione Cemmission, on the other hand we do not see 

Show | 


4 


how the United Nations Comission coulij, as a matter of practical 
biked’ Du, abn Wa, ee 

politics, discharge, ‘certain of its liabilities, in particular 
those which involve payment in the United kingdom There 
woula@ be considerable advantage, which the Commission would no 
doubt appreciate, in arrancing for these items to pe dealt 
with either by the existing machinery of the Crown Agents or, 
ag you suggest, by 4a geparate Palestine office to be set up 
in London. We are discussing this point with the Crown 
Agents and will write to you again as soon as possible. 
such errangements for payment will presumably be required 
whether the liabilities can be met with the agreement of the* 
“onmiseaion from Palestine funds or whether it proves necessary 
for funds to be advanced for the purpose by His Majesty's 
Government. Ag pegarce the Palestine end, here again the 
Commission will no doubt require the expert assistance of the 
Acenuntant General's jepartment in setting up their own machinery 
and introducing arrangements for payments etc. Tience they 
would probably welcome your idet.. that a teas headed py the 
Aceountant General or 4 simiier member of his staff should 
pe included aronget those who remain behind to deal with the 
residual problems of transfer. It is, as you know, the 
intention that any euch steff should work under the “umbrella 
of the British Consular «gent. 

Despite the legal. position stated in sapaceaehes above, 
we shall attempt as you will see from paragraph 17 of the 
memorandum, to establish the principle that the surrender of 
Palestine Government assets is conditional on the unqualified 
acceptance of the liabilities incurred by the Palestine | 
Governments we naturaliy ho;.e that it will be possible to 
reach an amicable settlement with the United Nations Commission 
on this matter and that the Commission way in addition be 
prought to agree to any arrangements we may propose for meeting 
certain post-iiandate Liabilities by means of payments through 
the Crown Agents. We consider that it would in any event be 


/wise 


Q 
°o 
be *] 
=f 
Di. 
@ 
= 
~4 
°o 
vn 
~ 
=< 
m 
~s 
io 
ow 
| aed 
oO 
ro] 
rm 
oO 
°o 
ro] 
oO 
°o 
be | 
vn 
2) 
re 
°o 
t_ 4 
=z 


wise to leave untouched as far ag possible the Reserve Fund 
recently established with the Crown Agents and to meet current 
Liabilities from other sources. I think we should count on 
having to make payments from funds accumulated with the 

Crown Agents to meet leave, pensions and other liabilities 
mentioned in your telegram No. 2393 for at least three montha 
from the termination of the Mandate, and crobably for the 
whole Interim Period. 

I will write to you again as soon as we have had further 
discussions with the Departments concerned here. I am most 
grateful for your suggestion that a senior officer of the 
Palestine Government should work in the Colonial Office to 
advise generally on TinanelaL questions and IT will cet in 
touch with you again when the time seems to be opportune for 
this. It oceurs to us that Gadoran will almost eertainly 
require financial advice from a man with locel knowlcdge very 
goon after the ineeption of finaneial talks, bot it is of 
course too early yet for us to give any indication of when this 
is likely to be. 

Io wiil not wother you with a detailed aceount of our 


proposals on the subjects dealt with in your naPragraph 7. 


the memoranda which will be sent to Stewart from tine to time 


will show- you how our minds are working on these matters. 
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I wish to draw attention immediately to paragraphs 6 
to 11 of the proposals in the report of the Working Party 
on Palestine - B.P.(O.N.)(47)152. 


The suggestion is that the Treasury should submit a 
ease for freezing Palestinian sterling balances forthwith. 
It is most urgent to consider the political implications 
of a financial decision of this nature. 


The Palestinian balances are roughly £100 million, 
made up as follows:- 


£ millions. 


Currency Board holdings 

Crown Agents funds 

Commercial Banking funds 

Loan to His Majesty's Government 


Total 


If these funds are frozen, as proposed by the Treasury, 
before any orderly arrangement has been made for the trans- 
fer of power, we shall be liable to criticism. It will 
mean, in effect, that we are sole masters of the Import 
Programme of Palestine, and it will be we alone who will 
decide, for example, how much wheat Palestine is to have. 
It is our intention doubtless to exercise this power with 
moderation, but freezing the sterling balances will place 
the economic fate of Palestine in our hands in the eyes 

of the outside world. Looked at from the American point 
of view, hasty action of this nature can far too easily be 
represented as a master stroke to wreck any solution of 
the Palestine problem which does not conform to the wishes 
of His Majesty's Government. 


~:9duasafay 


NOGNOT ‘391430 GY093N DITENd 3HL 40 LHOIYAdMOD 


With the strong political feelings which the Palestine 
question arouses and with the active Jewish organisations 
in America doing everything they can to muddy the waters, 

I fear very grave repercussions. 


I appreciate fully the serious financial situation in 
which we find ourselves, but my feeling is that hasty action 
to freeze this £100 million may cost us, in the long run, 
very much more than a more moderate solution. If at the 
very moment when Congress is discussing the Buropean 
Emergency Programme we present this propaganda weapon to 
the Jewish organisations in America (who collectively con- 
stitute probably the most powerful lobby in Washington), we 
shall place in jeopardy, in my view, our share of Marshall 
aid. In fact, we place in peril #5,000 million in an attempt 
to save at most $400 million. , 


I am informing the Treasury at once that we feel the 
political objections to freezing immediately the sterling 


balances/ 


“VED IN C.B. 


Abe cl 
= Que 1947 


Peres 
SENT TO DEPT. 
balances df Palestine are very, serious, and that we think 
j sirable to find somet solution of this problem 
which will not be so open to misrepresentation in America 
at this critical juncture. 


CF csint ie 
18th December, 1947. 


Sir Orme rgent. 


The Private Secretary. 
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Nothing to be Written in this Margin. 
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(m8 aie aoas IS THE PROPERTY OF HIS BRITANNIC MAJESTY'S GOVERNMENT) 


wry nog Y 


Ohn0 TNT 


OVERSEES HscCTIATICNS COMMITTEE 
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Bie Onl DY. TH WORKING | PerTY_ ON PpaLEsSTINe 


Nete by the Secretary 


Deve pre mes nel ww cence 


I circulate nerewith for ecnsideration by the 
Committee on Wednesday, 1/th December, the Report by 
the Working Paruy On Pingnciel nnd Eeonomice Questions 
arising from the withdrawéL' of British Authority fron 


Palastinee 
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Cabinet CLE Lec, Seiietlos 
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QUESTIONS ARISING FROM THE WITHDRAWAL 
ISTING , 


Introductory : _ 
I 


Le The Overseas Negotiations Counittee were as ked to prepare, 
for consideration by Ministers, 9 corrrehensive paper on 
Pinanci2al ard oconenmic questicns arising cut of the withdrawal 
of British authovity from Palestine. CGsie C27) 2are 
Conclusions, Himte 1). — 


ie This rowert has been prenered on the basis that as far 4s 
practicable it sleuld he agsuned that the United Nations plan 
Will be put tne LT Ca. tT fact, however as Tar as can be 
foreseen, the Palestine Arans supported by the Arab States will 
poyecth tae Unite). wetlens Commission and refuse to comoperate 
in the csteblishnent of mn ceenoaie union of Falcs tine 
administered by & joint cconomic board. Unless the Commission 
49 furniuhed with = foree by the United Nations for the main- 
tonance of omier it seems Likely that muerilla warfare «nd 
ecnfusicn will reien in the &reas evacuated by British troops. 
The coun’usicon may well be increased py the migre tion cf Jews 
and Arabs Prom areas where they are ina mincrity. The Jows 
Will prebably have te defena shemselves within an enclave 
Limited by military requirements: the ren@ining part of 
Palestine will be in Arab hands but is unlikely to be 
eonstituted as an Arab State since tris would represent 
acquicsenee in the partition plone. Where therefor? any 
breoakd-wn of the United Nations Plan would Vitolly aifecs 
Financial and cecnomic interest in Palostine the relevant 
nertion of the report will joint this out and Lae 
recenmendations will take account of it. 


3. Yery broadly the United Naticns Plein provides: (a) that 
the mandatery nowers shall hand they acrinistration of Palestine 
ever te 8 Commissien uppeinted by the United Weations woieh shall 
astablish Arab and Jewish States and an international state in 
the Gity of Jerusalem: (b) that these States shall be united in an 
sesanomic unien of Palestine among whose mpineigal ebjectives 
Will be u CGustens Union ne a Joint Currency system providing 
for e& Sine le Tere: oxenenes 2407: (c) that there shall be 
established a Joint Sconcmic Rasnd, Wnose funetions will be to 
immlement either 3 VRoetly er by Gelevatlon the measurcs 
necessary te renlise the objectives cf the Eeonomic Unione 
Until the geoint Hcenunie Board te funetioning (if indeed 1t 
over docs) the United Nations Gormission will have full 
ranancial antl economic adminis tratlone 
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Memburshiv of Sterling area 
een nares ame Rianne a aN 


et 


a Palestine 


Tt has tobe decided whe tnacr 2oLestine should Léave the 
atorling apea on or beter the tepriination of the Mandate 

The busis of the sterling area system 1s thet each member 
is responsible for exchanes control (including luaport policy) 
in its own territory. Decisions of the local contral are 
automatically endersed in London and it weuld be quite 
diupracticanle for us to attempt to vet any Leer. numb cr ct 
4ndividual transactions, ww to onPorce unilaterally any 
on a menber ecuntry's Aard currmcy OxpcndL ture. 
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Oot 


Tn the case of the Colonies we can and do issue 
instructicns on exchange ecntrol policy and practice. With 
the Doninicns we have te rely on voluntary co-operation and a 
willingness to reccive guidence from London on major questions 
With Irag we have a more formal agreement, limiting thors 
foreign currency expenditure. Tf a member does net cone 

up to seratch and persistently ignores the precepts of LOnaon, 
the only. renedy is to put it out of the sterling area. 


The United Nations Cemmissicn knows nothing of exchange 
eontrol administraticn on sterling arce lines, and is most 
unlikely to see eye to'eye with us on policy; even Lt 2G: Gid. 
+tg adninistrative machincry will be inadequate. We Could: NOG, 
sherefors, rely upon it to ec-operate with us effectively at a 
time when, in view of cur eritical dollar position strict and 
yarallel administratisn of sxehanme cuntrel in all parts of 
the sterling arsa is vital for the area's survival. 


The Treasury therefore pronose to scok Ministerial authonty 
to arranstc for Palos tine to Leave the sterling arsa hefcre we 
resion the Enidste and the Committee see no Oobjeaticn to 
this proposal. Mhe exact date at which this change shcus. 
take place must be discussed with the present adminis tration. 


Oe PY ans JOPLan 


Trans jordan has «until now a ntinusd to use Palestine 
CULrrenCye. Tf Palestine left tho sterling ares ie WOU be 
virtually impossible for Trans jordan to remain a member 

while she was using the same currency. If therefore she 

ja to remoin in the sterling arse (and for political ronhons 
it is desirable that she should) s when Falestine Losves Lt, 
she will have to hive diffsrent currency arranzencnts. iae 

is understesd that the Trans jordan authorities are already, 
considering the idee of approiching the Traqgi Gevernuent with 
qa view to usins Iraqi dinars sratoad cf Palcstine pounds, 

This could be dene within a short time, and weuld be the most 
sensible arrantement, sines the circulation in Trans jordan is 
so amall Cabeut eP 1 millicn) that u separate currency would 
De an extraversancc. Trans jordan has at oresont ne .seniLate 
imsort licensins system and a very sketehy exchamye eon trols 
Tf Trans juplsan wore to renin in the sterling arcs in this way 
44 would ov necugsary to artan¢e With the Trans jordan 
Authorities for the Antpetuetion of imert licensing 
<eLnver ie 2 Selon e Corners 


and the 


Balances 


ye: (si ee Go ea). PA LSHtTincG: tron. tae Sterne era 
would not restrict her Prucdom th syjend all her s or ling 
in any wert oc one sterling sree of to rove her balences about 
within the amu, cece to gouth fui ineaay The whole of the 
Balance 7 li Stil. be over Dl tron ttract unrequited exports 


in 


‘- 


from the United Kinvdom. 


7 e at 30th Setebur, 1947, the sterling balances 20f Palestine 


and Trang jordan (the latter Lheime only = smelt pre pur bla OF 
Gc: toda) Wes ecnstituted approximately as followss- 


& millions 
Curroncy Bored holdings A4 9 
Crown Agents Funds 10% 7 


Commercial Rankins funds 4.591 
Loun to His Majesty's Govornriont 0.8 


Jurors rane 100,8 
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8. At 30th September, 1946 the tctal was about £LLB0 
million, so that there has been a reduction of £20 million 
over 13 menths of which £5¢ million was during Qetober,1947,. 
We are not yet ii.g sositionw to tell how much wf the avcrease 
during the last few Weeks is due to payment for imports and 
how much, if any, to switeh of capital to other narts of the 
sterling srea in snticipation of vessible blocking. 


Oe Durins the transitional poe the balances (if left 
free) must be expectad to fall even were sharply, since 
general unrest in the country mitht reduce exports from 
Palestine and her consideraLle sterling recocipts from 
British mdlitery cxapenditure would have ceme to an On « 


10, Ti Se’ a, Sees ty. Pheer y 2ules stine's sterling 
Saul. be ee ak an ees Cata for the same reason that 


fou othe 


the balanees of Tidin, Esyot and Iraq were blocked. If this were 


not done ‘tt would be to the detriment of Palestine es well as of the 
Unitsd Finedom ecewse Tt would uissinate resources WHC “The 
successer Govermicnts would recuire for mero essential 
TAG CCP Rh BULpOS Ci. ns Lis eg eee the political 
objeetion that, if we de this st cnee without miving the 
Loaterin adminis tre fon eee te shew vie ner Lt Gan. Garry LG 
Ay ror G. ert o ON ee weule not result in a serious drawin:: 
Gey ea ohie Ses we mey be aecused Of sabotarr.s The 
Freures. Ter tie last fow weoks should cnable us to demonstrate 
that itis necussary for us to take oarly action purcly aera 
safecuard for wurselves and that no noitetcnl diserinination 
is intended, : 
Lt, The Treasury therefore prepese to submit « case TOs 
freezing Ppalestinian Yalinnces sub je CMe reer UPRig Gi bem eeuevrame cies criyo. ars: 
es onoble trade te continue, snd the Committeu seo nn 7 

oo jeocsien te This prepesiL. 


Lee There can be ne gquestien of a change in the currency 


until the Teint Nevnomic Beara 1s FUNC TLIC ws Confidence in. 


the Sreacnt currency Should uc roeteined Ly eentinuing toa mike 
it convertible into sterling even th.-1h (if we freeze 
valanccs) We eae have to insist that redemption monoy 
BioutT GemetG Te-lee Kod, sce pun es (otherwise this would be 
Losphe Le in our Leela mesencorents) . 


(Gee. Ve Wee “Ah: a Cs: ee oo nee ee the cupeeney 
hoe. as sbiL1 resident in the sterling ures (it is in fact 
ee een. ee Le as Se al Leone t redeen Yor 
blocked ere hoe Se = fea Se Sis Ge a eae ey 
Pesidenes 1m Sales ties 
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146 The Treasury are seeking Ministerial authority 
for these proposals. 


Recommendations 


LBs It seems certain that decisions on these general 
financial questions will be taken and implemented immediately 
and before negotiations with the United Nations Commission 
are begun. This will evoid any possibility of 

embarrassment through the Commission suggesting a 

different course from that decided on by the United 

Kingdom Government. It is recommended that, when the 
Commission is esteblished and discussions on financial 

and economic questions begin Sir se CGadozan should: = 


(a) inform the Commission of the decisions as to 
membership of the Sterling Area, blocking of sterling. 
balances and the Currency Board which have been taken 
and the reasons for them; 


(b) suggest that the Currency Board should continuc 
to operate until the Joint Beonomic Board had been 
established, since under paragraph D8 of the Report 
of the ad_hoc United Nations Committce on the 
Palestinian Question this Board shall be the sole 
issuing authority; 


(c) aif the Gonmission raises the question of the 
disposal of the assets of the Currency Bonrd say that 
insofar as there should prove to be any surplus assets 
these will be treated in the same way as any “Other 
assets of the Palestine Government (see para. dl below) $ 


(a) aif the Commission ask for representation on the 


Currency Board, say thnt the United Kingdom Government 
would be prepared to consider this request. 


~:duasasay 


WOONOT 391440 QYOITS 217GNd 3HL JO LHDIBAdOD 


ASSETS AND LIABILITI bs 


Fixed assets in Palestine of His Moajes 3 Government 


16. Details of the value of the fixed asses constructed by 
the Serviec Departments in Palestine hive becn requested from 
the Middle Hast but this information nas Hoe Vey oGen 
reccivede Tt igs belicved that the bulk of the assets arc 
sited on requisitioncd, hircd and expropriated land. Many of 
these assets arc of i Litary value only but others would have 
considersble civilian-wse veluec. The Service Departments are 
endeavouring to scll the sssets which have beon constructed 
on freehold land, but come of assets of major political 
significance will only be meade with the concurrence of the 
Palestine Government. 


17. In the absence of the report re oferred to, only very 

tentative estimates of the ve Luc of the assets can be made, 

but the salvage value of assets constructed on hired, rcquisitioned 
or. cxpropriated lend is belicved to be of the order of 

§2 million and thé oan bo. Willing purchicer wenld probably 

be substantially highe 


18. It is the view uf the Falestine Govermicnt that if 
titles renain in their sresent form, 1.0., vested in the 
High Commissioner, there aight be « difficulty in asserting 
the rights of the Service Departizuonts of His Linjesty's Government 
in this land after the tommination of the slandate when the 
office of the High Commissioner will prosumaoly csase to 
GXLST. Ths: be nd wa vestcd originally in the High 
Commissioner on behalf ef the Service Departments concerncd, 
presumably to avoid any ques ‘tion srising of challenge uncer 
article 5 of the Mandate, sut it scevms clear that the 
provisions of this article were not intended to preclucs 
osdinary acquisition of privet rishts to land, cf. leancs 
granted to foreign consulates end the British fens Ln 
Palestinge 


19. It is the eonclusion of the Hich Commissioner that the 
safest and most eficetive means of protecting the interests 

Of. akg Mo jesty! gS Goverment in this Lend is to vest it dircetly in 
the Service Department cencerned, cithor by * special 

ordinance op” otherwise , and he has so infermced the Military 

Authorities concerned in talestine. a a their policy to 
endenvour to sell off all aon AC o Cmee? eas the Least 

possible deley but, both beesuse ie way men gensidersble 
loss and because in the time sn. with ne Soe Sy Loe 

it may net prove possible tc dispose cf all HRODELEY some such 

method of orotceting His Majesty rls Gavernment's interests 

aAppCAPrG NGCCSEALY 
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Move bile Agsets e 


290. The only known movable ussets of His bajes ty's Government 
remaining Ln Palestine after the termination of the Mandate 
will be military stores. i (etecded nete-on those Is giver in 


Appendix 'B'. 


4 
S Piabilities of the Palestine Governmente 


51. The appointment of a United Nations Commission 8S an 
administering authority for the whole of Palestine to take 

over tie administration of the country following the termination 
of the Mandate involves the question of the negotiations to 

bo carricd out for the surrender of the assets of the | 
Eatestine Geyerampat,,cad, tap, tgreh Wegotlaedons fe fs 


essential that clear distinction is drawn between the assets 
of the Palestine Government and the assets of His Majesty's 


Governments 

go. The Commission will, no doubt, be guided by_the 

financial clauses of the Plan of Partition with Economic 

Union and these present some difficulties as to the definition 
of the obligations of the Palestine Government, the means which 
would be availnoble to honour the obligations taken over by 

the Commission and the handling and distribution of 
Governmental movable 2nd immovable assetsSe 


93, The assets of the Palestine Government might be 
summarised as followsi- 


General revenue balances; 
Punds for specific purposes ; 


Funds in respect of Public Debt; 


Internal loans; 

Trust funds; 

Palestine 3% Defence Bonds and Palestine 
Certificatcse 


oy, The liabilities of the Palestine Government might be 
summarised as follows:~- 


(i) Budgetary expenditure until termination of the Mandate; 
(ii) Public Debt; 


(iii) Specific obligations in ruspect of the right of 
public servants including pensions, compensations 
or gratuities; 
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(iv) Specific obligations under Palestine Ordinances 5 


(v) Contingent Llinbilites. 


256 These assets and liabilitics ere individually dealt with 
in Appendix B, except for the special problems arising on the 
Public Debt of Palestine and on Pension obligations 

which are explained in the following paragraphs. 


26. The Fublic Debt of Palestine consists oft~ 
(i) £P.3, 600,000 - 3% Guaranteed Loan 1962-67; 


(ii) War Loa caper Bonds) lst, end, 3rd and 
uth issues, totalling. £5,791, 960. 


The 3% Guaranteed Loan, less stock redemptions, at 
31st March, 1947 atoadt at £P.3,150,000. This stock is 
suaranteed as to prInel pal and interest by the Treasury 
under an Act of Parliament of the Unitcd Kingdom of 
Great Britain and Northern Ireland entitled "The Finance 
Act 1939" (24 and 25 George V, cap. Cea 


27. The operation of the Joint Economic Board to be 

set up under the Partition Plan mekes provision for the 
service of the outstanding public debt of the Palestine 
Government. An agreement with the United Nations 
Commission safeguarding the servicing of the 34 Guaranteed 
stock and Wer Loans (Bearer Bonds) should be a major 
objective or our financial negotiaticns. 


28. Pension Obligaticns: 


Palestine Government hes pension obligations under 


Palestine Ordinances ns well as obligations in connection 
with the Palestine Provident Fund, Widows’ and Orphans' 
Pensions Fund. Tn addition the Palestine Government 

have not yet finalised their views as to the payment of 
compensation and cpatuitics to public servants and to 

the police on termination of the Mandate. Preliminary 
views of the Government of Palestine have indicated that 
their proposals may involve a sum Oe 2p. lo - milion -On 

the basis of "funding" pensions. Wowever, it may be 
possible to arrive at game more economical method of 
meeting the charge. The position cf expatriate officers 
of the Palestine Civil Service Wid need. cCarciut consideration. 
In the main it is hoped that the majority will be found. 
other employment in the Colonial Service but there may 

be a small residue wne eannet be se placed for some whi Le 
after the termination of the Mandate. a 
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Oe Qu ualiticat on Aeceptance of Financial 
Oblige aoe 


3(a) of Chapter 5 of the Report ol the United 
Nations Ad Hoc Committee on the Palestinian Question, 
smposes a qualification as to the Pinancial obligations 
which the State shall respect and Pus rads While saying 
that all financial obligations of whatever nature assumed 
on behalf of Palestine by the Kaniatory Power during the 
exercise ofr the Mandate shall be respected and PoIT TAL Led. 
there is the important overriding condition that such 
Be ages aout he those recosnised by the State. 

The United Kinedon aelegatlon has roserved His Majesty's 
Government's position regarding any clauses in the 
Plan, and we ‘ust resist “this qualifying condition to 
the extent of making the unqualified acceptance of the 


obligations 7 tno Polestinc Government & condition for 
the surrender of its assets. 


O06 Means of mecting obligation 


Then there is the question of the means which 
the Cofamission will cmploy thei to meet certain 
charges arising out of the obligations taken over. 
As to the servicing of the public debt and the 
cost of superannuation be nefits now beings paid or 
falling due in future, the Partition Plan 
envisages these charges as being met from the 
conmon revenue af the Joint Economic Board, 

This prESuUNposes Got Gis “posed Wi) De 6 eu 

and function satisfactorily; but this would appear to 
be an doubtful crovosition in present circumstances. 
Should there be difficulties in setting up (a) the 
respective States, which Seums probable in the case 

of the Arab State, and (b) the Seonomic Union, the 
Commission may not be in a yosition to implement 

its agrecment to de bone Lo pili ties: taken 

over unless there ore safezuards seainst such a 
aontingency. 


Recommendations 
Olé It is pecommendcd that in his nego’ 


with the Unite TEE ne Come o nm Bie 4c ke 
Cadogan should ensure the. te- 


WOONOT *391440 G80938 J1TGNd 3WL 40 LHOIBAdOD 


(a) a clsar distinetion 1s drawn between 


Destine Gove rom it aac tea and assets 
of His Majesty's Government, 


That the vesting of land directly in the 
service Departments is duly ackn now ledged as 
full and clear title of His Majesty's 
FOVELNMENT CEPArtiients with ene wh: 
Cispose of such assets as they may seem 
desirable Should they net be disposed of 

before the termination of the Mandate, 


at : Purther poeounoended that Sir Alexander 
JACLO ON ee a a ee ee Ch me . 

Eo eee With ths Commission plans for the 
fale CUS TOY OF such: stores Lett benind py 
Ghdss ci. and for their wovement to 
the Halfa enelave for subsequcnt evacuation, 
Oe See RO CLAD IG. Gane: Arter 
Gp Ue : 


It a further recommended that Sir alexander 
Ordoran Strauicd bo Asked te establish the following 
ee 


(d) That the Surrender of Palestine Government 
Assets Ls conditioned on the unguelified = 
RECEP UlENee Ol ae Lap Livios- Inc urrod Uy 
the Palestine Government (there is every 
LAC VGLen “CHAt Ue aD tes: Will exceed 
the liguid assets), 


(e) Thnt notwithstanding cla 
Or Ghat ter <b oF the UNG 
Footnote), as Long as i 
LAG tis Poulos tance Governms 
Contra] Tne Teneo of Palestine 3 
COGS. Decora irr bre Gie Gaan, BSG. OL 
egy ey cele. aru 


That wdequate ene eas are made to 
Loadonify liis Majesty's Government in 
Bi Pe eS Oe CUBE GES OL PaLles CLG 
o. taenanteed Stock, and Por paymont of 

suoGrruinugtion benePlts, 
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FPoOOtn ts ¢. During the period bétwecn tho appointment of 

the United Nations Commis Sion and the termination of the 
' Mandate, the Mandatory Power shall, except in respect 

of ordinury operations, consult with the Commission on 

any measure which it may contsrplate involving the 

liguidation, dispos ol or encumberines of the assets 

of the Palostine Government, such as the aceumulatc’ 

Trcasury surplus, the procecds of Gove roment bond issues, 

State lands or any other asset, 


GERMAN EXTERNAL ASSES If IN = rAluol ING 


o. “ine General at ce uroun sy the decisiocr he ser lin 

Sonterence of f Jaly/Auzust , L945, it was eee te. eal 
ant ans claims of the Grited he iG re King ‘dom and 
other countries to rorareations sha he mot Cah Coe Rie Few 8 08 
and from suwpropriate Gorman external Sasote hay The LrOvViSeLons 
or Article 6 of Purt T ef the Finsl Act of the Paris Confcrence 
on Reparation, "each ee Hover nt PLLA under such 
procedures 23 it may enochG, mc ld. OF Urepoee oF ormean a@ssots 


S a 
within its See ee Lh serie Ge (legiened to: “rec luce Oa ete geld 

return t to Gorman OWLe srk op dontrel “uno poll Charge meninst 
its 6 Geran Teparetion share such assets", “—SEiels 5 c Sof cart IV 
ot the SENT T het states that the “girnature of Gach cantracting 
toveroment shall Pe deemed te menn that the crfect of the 
present Agrsument Ns eee ah eer Ler tee 
under its pr ratec Me or Pere nian oe CVE SURG ate t present 
BXCrcises 4 MEAT : inde Ga ested = et i; toe Pane Aer. Tike 
Faris Confrercncs on RUpRrAL LOM, shale poe etait ROWOrATLON. 
Agency must re the pouuration neequnt ve gach Signatory 
Government for the frormecan fase Co ne that Gevernment! 
TUPPSULCti GN, ie a6 Sr sik Government is. required t QO 
render a return of the valuc of ‘such nogets re eaten BAer 
Article 6 of Part IT of the guivechiem Wis Majesty's Government 
signed the Faris ».greement cn the let Decetiber, Lo45, when it 
exercised ao mondate over Palestine, 


pearance 


44. a Position. of Bae Bageely & Coverraunt in remard to these 
GEL. 1 asséts in DeOLesrine LS TNs s= 

oa Goverment de 

Ps. “ie Poles rs 

turn te Gorman GWiie 


(i) His Majesty’ 
German enemy 2soe 
preclude their fe 


~:8Duasafay 


(ii) That the valus ab these ake ie ineluged 
Kingdom returns to the Intern-alti ci Roparation Ageney of 
Gerusn assets undicr United Eingon JUL SULeTLON. 


(iii) The United Kingdom's sharco ce reparations ob er loe et 
under the Paris Act, is onarged with the value Gf Tne: (eMnieth ese 
i LAL Stine. 


sls 


(iv) The szcsenbly at tin [aters.llicd Seprraticon aiency Ties lea 
wo ere seviced; etlll reir tho United Kingdom acs the 
Government responsible fur aecuuntidin, Coy German assets in 
Talcstine whother or net the mandate evar that territory had 
been rélinauishedl, 
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34. German External 38 ete under the Control of the Custuditan 


of anemy 3 Property Vor ialestine 


Thesce assets total some £5,808 million, and thore ure Lurther 
assets to the value of perhaps twice this igure belonging te 
Germans interned in Palestine «nd in PS ero es Those Latter 
assets are Llinble to be released ts the ownurs under the Final 
Act unless such c:ners are neld tye be Vet 6 altor 
adjustments made under the L.A.R.sé aco cunt My ruLes Lor 

external assets, ae fared rely tc he charsod against the 
United Kindom rep Ae Ses) an raspect or Geyuan Gney assets 
in Palestine is #4 Ue 

3D+ Steps Se by ilis Majesty's Government _to secure control 


and transler 9 of German Ginetiy nggeth in ralostine 


bee 


The High Ccumissioner Loy ean has been asked to | 
instruct the Custcdian one oe er a for Palestine net to 
vest. LUrtner any SLUT i | may heve to be re Leased 
(e.¢., internees’ proper ty) Tle hav alae a sen asked. to 


consider tiensures whereby Sh Wes st tho clumoevable property 


Sh. DOSSLELS: Gan be Liguicaved, The High Commissioner has 
been ssked to adviss on the pessibility of transfer to the 
United Kingdom of 2ll liguid assets now available and which 
become available asc the prececds of sale of ussets, 


36, Eossible PUNO CLe Mil eous 


‘In the first estinets of Gorman essets within the United 
Kiugtom jurisdiction which hes becn' made to the Inter-Allied 
Poserat idl ue katy, tie cum Of aryrotiiately oe million has becn 
ineluded on coeotiat of pees AGHeTS. The provis aoe or The 

. os Ue ae Se pnts cstimate Later cording to 

i ot thst Wi Gre abliged, 10 cecoant POY ABsGte, 

, ee Com aanty: 6,6, becnuse they have 
eer liquids . Teel 25°55 Wve bbe Sin-Pact to secure the transfor 
ee. Stes Ditted ies Excheqducr, would mown Ther our 
er Cee ROM. “a: See. See Ee under CatcveryA ot Part. .f «di the 
PEO Sohn Gate) Lae ee, None effert ef this inight be to 
reduce cur shore ol Swiss nana derived Prom the disposal of 
German asseta in Switserloand. This reduction would not be the 
equivalent of the value of Gurmman Assets in Pelestine which we 
hod incluted in the t....R.A. return, but would definitely 
reduce our shere to tn extent which at the moment cannot be 
ToOreCcast. 


37, Jewish Claims vor reporation payments 


The dewish Agenoy have hithertc claimed that, us 
compensation for the sufierings cl Jewry under the Hanis, 
PelLostiiiem Jews should receive compensation out of reparation 
payments over and mbove that alrendy provided Ter in the 
Pinel 26% JSowi sl 


LE presen wil ioe deupt e1Ban tier The 
whole of Germen sssete a ee sheuld be carmarken Lor 
this purnvese. mnie Jowigh .eenecy has slready been informed 
tk. COMET LULL ONS: Trot peparat Long Hae the Penola ti orb.oL 
noen-repatriahle vietime of Gernar netiocn ore foverned by the 
Pineadl, 2Ct we caee Gee Ay norn picked tre to PObeSting: cver sig 
above the agreed alestine share (on Buture Jction Cir) ea 
oily be ue at the expense of His Majesty's Government, whose 
responsibility it ig ta account for ell these assets, the non- 
Pes 1 6t. -Of siicl tubld edveroely affect the reparations receipts 
of the Unitecl Rimisiem pxche'yuer, 


PeCChiiE Maat LUIS 
ELITE SOT | eR DiS ERNMENT ONL 


bis LG ee aes om : “4 
' m ded thrt 3 .. Cadogan sheuld be 
to teke the ee be Peal td. Mode: tL be 
a) That tr tnx dinun anouit cok Germau imacvable property olpeo mee! 
Ps ae Ge Uae mondate is relinquished, and the | 
oe séodrine tae: tranerer ci he Lisuid proceeds of 
tho Grawiicees! Kingdon Cy dared: 


Ch) That 2 provision sikculd ba ins SEG 26 PEE CLL: 2 any 
TM CMUMCIL Heda ie Ie eentrol in Palestine to which we 
Were sa. Ne cLYs whoroiy mn umlertaring Vv weuld be SOVen UC 

His Majesty's Governncat by thoge vespcensible that Geormen 

o Deny: AOI U6 it Pelee would «be controlled nnd disposed ef 
AvGeNeCe With thie provisions cl.the Panel Lot of Paris; 2nd 
Ciel Cree era af their sale cr their value would be meue 
available te the United Rinidem, with the chili eaticn te pay 
Peat iac her share, (which would be sunll) caleulated in 
Leocordaneés with tt Popaule Aad, ait “Ue -Geise of Colonial 
HepenlEne 1es , ey the Fatal United Slade German reparation 
receinté when 2 dceigion nie been ronched: and that . . 
can). Cadre iecl Poe Gk fo negotiate with the Commission 


te soeeure guch 4 vrovision, 


Tit 


be ieee neers 
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(c) That in so far as we wore unable to succeed in (a) sand -(b) in 
the forcgoing, the return of the value of these sssets to the 
Inter-Allied Reparations Agency should be written down on ths 
erounds that this had becon brought “bout oy reason of the non- 
accessibility of the assets to the United Kingdom. 


(d) That any Jewish claim Yor the German ASSCUS-1n Palestine Lo: -pe 
earma coe AS eee for the surlorings of Jewry under the 
Nazis should be resisted, 


Palestine!s Membership of International Geonomic sand Financial 
Bodies 


39, The Official Committec on Palestine arc previewing and making 
recommendations on a1] inturnational obligations | (including Gees 

membership of ae eee Economie and Pinned ALL “DOG aC S 
arene by the Unitcd Kingdom en Prlestine. s balyult. 


Safecuards for Commercial ial Interes 


ho. We necd to safeguard our commercial position in Palestine in 
the interim pericd between the laying down or the Mandate and the 
negotiation of long term agrecments with the successor states. 
Our object should be t» negotiate am arrangement with the 
Commission Which Will safevuard our pusiticn, not only while the 
Commission is actually sdministcrins the territory, but Por an 
interval thereafter sufsicicent Loy LV! US Ie "GO BEG EIA Ge 
commercial trentics with the successor scbatcs. It follows tha 
we shall have to try to persuade the Comnission to place some 
restraints on the eecnomic Ere cdom Sf the new Guates Vor thear 
first yoar or two of their cxistence. 


Teeatment of Goods 


hi. Palestine is sat present sn odheorcnt b> UNG Geneva, 227 reoment 
on Tariffs and Trade which Was signed by Eis Ma jcoty'i3s Guvernment 
in the United Kingdom on behalf of the Cslonics , SUGéeg FG WoL 2s 
che United Kinedom itself, It is for consider.tion (56C 
DArArraApA 39) whother or not Palestine will remain = yey to tHe 
Geneva Agreement on Tariffs and Trace after Tne: Hane 
downe Be that ns it may, We shoulda cndervour Ga SUCU LE 
undertaking Prom the Commission that tnvy will eonitinue tir apply 
the Gencvea “Agro ann t one Moe ea EP ae rules, absolutely in 
relntion to other partics to the Gencv Aproecwent on Tariffs and 
Trade and conditionally in -reletion to sil other crantries, 1.6., 
GO: ChE CF “tent that these countries in practices do not "diseriminate" 

against the commerce or PolLGe ULC. fhe Commigsion should albedo oe 
asked to ensurc thet in handing over to the Successor SULtes, 11 
and when established, « Similur undertirxing vilid for u period of 
at least two years should be obtuined from them. * 


u2, We can support ea pequest Dy ee LC rece: G2 the PACT ie, 
under the terms of the Menidste Palesting was bound to vrant 


4 
equality of treatment ie the woods, poetionals, Chess “oe Ole 
yrrecnent to 


members of the Leagus of Nations (and by a separate » 
the Ue Oesie ) and thrut this had to pe siven even if one of the 
eountries concerned discriminated avulnst Palestine. The Line 
our representative sHouLd therefore tiuke with the : 
Commission is that Palvsting has “Leics LOLLOWeU a pOLLCy On 
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MONT SCP INNS CLOm 2 COMME reral MOLTCrS and Tt te hoped 

that that policy WiLL 7 be continued under the Commission's 
regime, and further, that for ths first two-years of their 
existenes the successor states shall be under an obligation 
tO. rant We se LPC rthient to oi) tethers OL the United Nations 
Cid OCCOrd Tine See “UG: FCrvCting 


Ths oxbove wouorsh rule of non-discrimination would not be 
aiplicd: iy Mien 2 ses se to prevent walestine making special 
custonic ae ce neisehbourine torritorics c.f. the 
Cx te be seo eo Gil coe ari baal a ee with Syria and 
Lebanon, 


Tro Nei: A ee POM ey. On ae Shipping and Civil ..viation 


U3. Whore Tie (ieee Ae Ee err ne ted wes Shed): Rave no Lee sty Pee nsS 
in Peleésting Ter cur Hetienals;, Their businesses Cr our sniping 


and. eas Pie alle as ee ne Ti tiie One cerel hese can only sat i lofactor ily 


OO Berets lL by TAG. NesOELel {on Or o ArcaAly ot cotaplisamcnt 
nud ee ae PEt Cie GUCRSSCOr BUtiCS, Lt will not bG 
practicn). te ief0tiate detailed y~rovisions with the UNO 
Coumicsiun, iu to cover the position in the interim period we 
shall have to rely cn - ugdus Vivendi vuxpressed in fairly general 
LGPinss 
Ree ecornmendoti-ns 
Te 16 Yocammenied thet Sir «a. Cadetan should be askcd 
treatment of coeds, té securc en undertaking as 
paracrant, 41 ~ 
Ci) OM ie trertent ol atone Ls, compenics and shipping to 
SSCUrC “Al -Under Pes: Oe eee) Clg bs. WHEL. They 2c 
responsible Yor dint rterin 1G terpi tory, they will, gront vo 
ULied, DavLors foe ene ie. elidling wWeicrveal Mersons,° Dationed 
anc most Peaevourcd notion Ly ae “Je Ak matters purtainini to 
comméreé, Iniusotry, shinpias, civil aviation and other Yerus of 
bhuginess setivity within Pealustine, subject to the reciprocel 
oe of Sey eee. oe uintters by the United Waticn 
cone eNO Ai Se el Se Ee ia Uncertain 
wld De Unie bes ee to any exceptions 
cust nealy TnelaaGd- A Nee ea: 1 tr cuties. 7 
Cleo A Cis SO ees: ei ee ee. “EO reciprocity granted by 
ener of the United Mations weuld be understcod to be ae ue 
Lie exCGPTLans “eer ely Aelia an the comercial tre = 
eoncluded. le Abate ys The Crtmission should alse be AS 
9 ensure that, in hendius over to the successor states, Li 
wien established, < miiailer nrler ene wale Lor 2. Dero 
leHSt TWO ¥GRrG 26 abt ined trom: toem, 


EXPORTS }RO: PALUSTING \ HICH ARE ZSSENTI/D TO THE 
UNITED KINGDOL 
h5. The watn coxperts from Palestine cf interest to the United 
Kin Lor 
(a) Potash; 


(b) Foodstuffs, mainly citrus Vruit and LFruit products; 


(c) Potroleum products. 


Senarete jiotes on tieoe Gre In The lvvpendix C. «a special 


Saatoyxy in the ene. of wil products is thet it is a United Niiedom 


Cor thoce bprowuucts te be freely Gxported LO moet. Thc 
OLN ne ee peer han a is Cor eee TOL Lon 


f 
a. 


Recommends tions wink os 
Tt i “aa GS Pocus ied Rg ie CEN cee 1 en Ouen is aeiod.to- recuest the 
te taotildtate (a) the exports of citmus 


ea. aes 2 ve 

: Pe aed eR Be “4 i vse! GOT eC Ole 
ae rete PG. ie “Uae Se as fy ae SE Se 
vetrokoun Traducts ty the oritish eal compani.s to such 
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APEFENDIN A. 


aS ES TS TY PS TOTALS 


STORES IN PALESTINE. 


There arc larse quantities of military stores (Naval, 
Army and Air Forces) in Palestine. A considerable proportion 
of these stores constitutes part of the approved maintenance 
and reserve stores for the Middle East garrisons and the 
Army generally, and with tase existing and prospective 
stringency of TinsneiAl provision for the Services the 
necessary roplacement of such stores, if they had to be 
abandoned in Palestine, would be extremely diftLeult. 
Tt is essential that tvery effort should be made to witharaw 
x11 military stores, wiich we désire to retain, from Palestine 
as part of the general aveeustion of that country by the 
Forces. 


The evacuaticn of military stores fron Palestine has 
already begun and is to proceed pari passu with the general 
evacuation of the Forces through the four stages of Plan A, 
as recently epproved by the Defence Committse and endorsed 
by the Cabinet. Ths latcsat review of the situation suggests 
that, provided conditions permit the planned orderly evacuation, 
it should bs possible to withdraw the bulk of the stores 
required slscwhere, There will, however, be an additional 
quantity of some 150,000 tons of useful stores which would 
have: beco required had the Forces remained in Palestine. 
Immediats replacements will not be required elsewnerc, and , 
since it is not possible ts evacuate them, these stores will 
fomain for Local dispesel by the Vinistry of Supply. There 
48 2 considerable risk that we may Jose even their disposal 
value which may amount ti abcut e25m, This is net a 
contingeney which cn be lishtly accepted, and the Cabinet 
have agrecd that special Measures, including the appointment 
of an officer charged with this particular task, should be 
taken te facilitate first 


womon E  e 
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(a) the ecllection and evacuation of military stores 
Peon Poles bane; 


(op) the Giepesal of surolus stores in Ppa eg ine » 


There arc two developments in the Pulestine evacuation, 
the prssiole cf¥feets of which upon the stores question 
Sir Alexsader Cudugan syould be asxed to bear in i100 20 
nogotiation with tas United Nations authoritics. First, 
it secms pussible - aud the Commanders-in-Chicf Middle Bast 
think it is probable - that « esnosiderable quantity oF stores 
Will in any case fave te be left behind at varicus Stages of 
the planned cvecuaticn af -Eroops.« [bo Ds proposed that plans 
should be discussed by Sir Alexander Cadogan wita a view to 
the safe custody ef such stores left behind by the mi Litarys 
and (a) ta their movement to the Haifa enclave for subsequent 
evacuation, or (b) te their dispesal, possibly an appreciable 
time aftcr 1st August. secondly, detsricration ot ernditions 
in Palestine as between the Jewish and Arab communities, the 
premature. arrival -f the United Nations Commissinn, ar one 
facters, may enforce Sue tolsecopine, 2 Was military 
evacuation plan appreved in fav ur of a ma.re rapid ; 
withdrawal upzo the Haifa caclave. ae Comnanders-in-Chisf 
Widdle Bast foresee tant any such ecntingency weu.d probably 
mono a heavy ndditionel append sament «fF stores aleoag the 
Tine. AL syecuation. In this cvent Gees. Ta OLS be important 
that such privinioen 2S may be -Cessibic 10 the cireumstances 
then cxisting shalt bs cet O RO me Me ee (1) subsequent eancentre- 
ton ang novesgnt of tae ob pes ta be evacunted ints the 


a a 


Haifa enclave, and their safe custzdy there pénding shipment 
averseas;: and (b) the subsequent disposal of the stures 
declared for disp-sal. If a hurried evacuation were forced 
upon us through the United Natious Commissiun insisting 

upon what we regard as a premature arrival in Palestine, 

then there would be a powerful argument for insistence 

upon all possible facilitics being orovided for the evacuation 
of military stores which thus had to be temporarily 

abandsned. 


Tt is relevant als: that the evacuation af military 
stores, cn present plans, will be slowed down by the policy 
of His Mejesty's Government nad the Palestine Administration 
not to intorfere with the citrus trade whicn 18 s9 
important to Palestine's cevnonmy; teis consideration like- 


wise cffords grcun? for, sucking seme guid pro Guy as régards 
feailitics For subsequent cvacuntion of stores. : 
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ond. Liabilities. 
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the jer of £2 million at the 31st March, 
“allows ce some Slight recession in revenue 
ee: by savings in expenditure through inability 
ne budsetery programme. This figure might 
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Yo TOreeoe: Le © 1S. oO Cie ee ace position 
enus balances tb Tt: “Vay: given favourable conditions 
pr be possible to hele  Bne position Ae. VG Pte Merch. 
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APPRNDIX C. 


Ae Polestinc Potash 


et 


Coe: ERO OWAe ft oe sotash is taken by His Majesty's 
Governmont on 2 ecet-plus 125% profit basis. his potash 


is uscd to mect in part the re qaircrents Sc the. Unite: 
Kinetom, Dominions «m”* Oaleniee, an” the present arrangement 
continucs the PEGCUN IIS rove. Dy the International 
Smoergency Food Council “uring the perio. when pe stash was 
subjcet to international allocntion. Allocatios vomeer it ee 
cease on 50th June, ou7, The company, un“or 9 Britic) 
Palestinisn Diructeratve Hel” “ie Sneeesicn sor. (> your 

VO Sia ARNO’. De ike Mig Copreiestoner 2a behalf of 
Palcotitie, 9A. 21 by arrocnmant with the King of Trans jor 20 
an behnli of thet territory in which a9 sart of the conccssion 
1iés,; PRovelties oro Bi te ralvustine ane’ to Trane jorcande 


By a lonresten ing sercement with the Palestine Po tash 
a y' 


' ~ 


oe The Setae. Deom oe eonecssion ercn contains a high 
percentage of KeO an’. this high quality Sere ee is 
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OVERSA as J YPTAMDL ONS ale eoes 
WORKING PARTY OM PAL STING 


DEE RAFT REPORT ON PINANCTAL AND SCOP OURSTIONS 
ARIS SING “FROM Thr ETH LAWL LO “AUTHORITY RLTY 
ROM 


I circulate herewith the draft report of Financial and 
Economic Questions @rising from the withdruwal of Britis 
Authority from Palestine, Any amendments to the draft nust 


reach the Scerctary not lator than 11.0 ‘.m._on Tuesday, 
16th Decomber. when the rPenort 16 circulated to the 
Overseas Worotiations ‘onmittee it will eerntain as a last 
paragraph, & surmary of recommendation. 


(Sivned) J.G, M. RSH 


Cabinet Office, S.Wel-. 


15TH DECEMBER, 1947. 
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Cc R RT eae IL 


OF BRITISH AUTFORITY FROM PALESTING 


Ce eal 


[Introductory 


le The Overseas Negotiations Committee were asked to prepare, | 
for consideration by Ministers, a comprehensive paper on 
financial and econermic gucsticns arising cut of the withdrawal 
of British authority from Palestine. (CM.(47) 93rd 
Conclusions, Minute 1). 


FINANCIAL AND ECONOMIC QU"STIONS ARISING FROM THR WITHDRAWAL 


ce This report has been prenered on the basis that as far as 
practicable it should be ausuned that the United Nations plan 
Will be put. into elect. Tn fact, however..as far. as. can be 3 
foreseen, the Palostine Arabs supported by the Arab States will 
boycott the United Nations Commission and refuse to co-operate 
in the establishnent of an scenoaic union of Palestine 
administered by a jeint cconomic board, Uniess the Commission 
is furnished with a force by the United Nations for the main- 
tenance of order it:scems likely that guerilla warfare. tnd 
confusicn will reign in the creas evacuated by British troops. 
The confusicn nay well be increased by the migre tion cf Jews: 
and Arabs from areas where they are ina mincrity. The Jows 
will prebably have te defend themselves within an enclave 
limitead by military requirements: the remaining part of 
Palestine will be in Arab hands but is unlikely to be 
constituted as an Arab State since this would represent 
acquiesence in the partition plan, Where therefors any 
breakd:wn of the United Nations Plan would vitally affect our 
financial and eesnomic interest in Palestine the relevant 
portion of the report will point this out and the 
recommendations will take account of it. 


Oe Very breadly the United Naticns Plein providcs: (a) that 
the mandatory nowers shall hand the administration of Palestine 
over to a Commission appeinted by the United Nations which 
shall establish srab and Jewish States in the City of 
Jerusalem: (b) that these States shall be united in an 
ocanomic unien of Palestine anong whose principal objectives 
wlll be a Customs Union «snc. a Joint Currency systen providing 
Por a single foreign exchange vate: (c) that there shall be 
ostablished a Joint Beoncmic Board, wnose functions will be to 
implement cither directly or by delegation the measures 
necessary to renlise the cojectives ef the Heonomic Unione 
Until the Jcint Ueerumic Board is functioning (if indeed it 
ever does) the United Natiors Commission will have full 
responsibility for financial and econumic adminis trations 


GENERAL FINANCIAL QUESTIONS 
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Membership of Sterling Area 


Ze Palestine 


See 


It has tobe dccided Whether Palestine should léave the 
Sterling Area on or befere the termination of the Mandate. 


The basis of the sterling area system is that each member 
is resvonsible for exchange control (including import policy) 
in its own territory. Decisions of the local control are 
automatically endorsed in London and it weuld be quite 
iimpracticable for us to attempt to vet any large number of 
individual transactiens, tr to enforce unilaterally any limit 
on a member ccuntry's hard currency expenditure. 


Tn the case..of the Coisnics-we can ane de issue ae 

nstructicns on. exchange ccntrel policy and practice. With 
the Dominicns we have te rely on voluntary co-operation and a 
willingness to receive guidence from London on major questions 
With Irag wo have a more formal agreenent, limiting their 
foreign currency expenditure. Lf rl member doves net cone 
up to soratch and yersistently ignores the precepts of London, 
the only remedy is: to-put it eut.of the sterling. area. 


The United Nations Cormissicn knows nothing ef oe 
control administration on sterling. arca lines, sand is st 
unlikely to see eye to ¢ye with us on pOLLey even. 2F vit did, 
Lts administrative machinery will be Lnade qua tes We could not, 
therefore, rely upon 1t to ogsopernte With US ct Poe tive ly attra 
time when, in view of cur critical dollar position strict and 
jarallel adminis tration of exchanze cuntrel, an all par te OL 


the sterling area is vital for the arcats survival, 


Tho Treasury therefore pronase to scok Ministerial eu tho rity 
fo “arranpe .fer palestine to leave the sterling area before we 
resion the Mandate and the ConniLttse sook our ‘ob deotions to 
this proposal. ak bre: Soe dete at-ewhich this: chang: shculd 
take place must be discussed with the vresent administration. 


oer ee 


hus cintil now caentinued to use Palestine 
currence ye Te “Daloe tite Left the atorling ares it would be 
virtually ‘impossible for er te rearntinion cember while , 
g Trans jordan was using the sare curre Neves tf. tierelare she. 
fie to remain in the sterling arse (and ian s political roasons 
i 4% is desirable that she should), when Palestine Leaves cree 
“she will have to have different curr: mey APPan;TErient Se Tt 
is understood that che Trans jordan authorities are already. 
considsring the idse of spprosching the Irigi Gcvernnent with © 
a view. to using Iraqi di nars jrnetoaa cf Palestine pounds, 
This could be done within a short time, snd weuld be the Most 
sonsible arrancenent, since the circulation in Trans jordan 1s 
go small (abuut SP 1 “millicn) CANT 3 separate currency we auld 
DE AN eEXTPAVAEANCE. Trans jordan has at yresont. no ue 
import licensins system and a uf: ry ske te hy exchante eontr 
Tf Transjurdan were to renuin in the sterling urce in a “way 
it would 2e neeussary to arsan-‘e with the Trans jordan 
Authorities for the Lntradue th. ym of import Licensing and the 


tizhtening af cxchan: Centro. 


owes ob hk bk | 
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6. Sterling Balances 


The more departure of Palestine frum. the sterling & 
would not restrict her freedon ty) syend all her sterlin: 
in any part of the sterling ares or to move her balences about 
within the area, «te to South Pa amore The whole eof the 


balances. wuld stiill-be aveilable be attract unrequited experts 
from the United Kinsdom,. | 


ian At 30th Oectebur, 1947, tha sterLins balances of Palestine 
snd Trane joRdan Sue “Tatter bon Saly tamed orovortioin cf 
the total) wore esnetitutou eyyraxiing tly ag Tollowsi- 


& millions 


Crown Avents Funds 10,7 
CormereiLal Rankine funds £5el 
Leda’ too Hiss Magecety 3 governnant 068 


Currency Boora holdings 4A 3 


covet 


sips maces 100,8 


nate nerrecreemeeeentanet 


Bs At 30th September, 1946 the tctal was about £120 
million, so that there has been a reduction of £20 million 
over 13 menths. of which £53 million was during Ocetober,1947. 
Yo are not yet in a position to tell hew wuch wf the Gaecrcuse 
during the last few weeks is due to payment for imports and 
how mach, if any, to switeh of capital to other parts of the 
sterling srea in anticipation of pessible blockinge 


Oe Durins the transitional perice the balances (if left 
free) must be expected to fall even ieore sharply, Since 
general unrest in the country misht reduce exports fron 
Palestine and her considersLle sterling recoipts from - 
British military expenditure would have ceme to an onde 


Oe Tn sur cwn interest, therefore, +exlestine's sterling 
showld be-bleeked st an early date for the same reason that 
the. balances of Tridia, Reypt-and Irag were blocked. ‘hig 
would be te the detriment cf Palestine as well as ef the 
‘United: Kinedom becuse it:would dissinate résources which ‘the. 
successer Governmnents would recuire for more cssentilal 
Longetern. DUPrpos Cb. There ts admittedly tne political 
objection that, if we de this at once, without piving the 
interim administration time te shew whether it can carry out. 
an import policy that would not result in.a serious. lrawing 
down of the balances, we may be accused of sabotacr. Tho 
fisures for the last few weeks should enable us to denonstrate 
that itis necessary for us to take carly action purely as a 
safeszuard for .urselves and that no volitical discrimination 


Ls intended, 


it, The Treasury ‘therefore prepose ti submit .a-case for | 
freezing Palestinian balances subject ty sufficient roleases © 
to enable trade. te. continue, and. the Commi ttes, see -no, 
Qbjectiun te. this prepesal. ES 
\, 
% 


Curreney Beard 
dee There Gay Ve ms, Gusstirn. oC a change: in ine currency 

until the Teint Nesnomie Board is functioning. Confidence in 

the present currency shi-uld be retained by continuing to make 
at convertible into sterline cven thouch (if we freeze 
valances) we should have to insist that redemption money 

should be  oaid te vleckod accounts (otherwise this would be a 

Loophole in our nieekine avermconents). 

156 Woe should in that esee propose t: regard the Currency 
Bonrd as s 
Aa, Ey icles) 
blocked su 


sbLLL regidont in the sterling area (it is in fact 
ang: “@llcow at by gonmeral, Licence.t? redeen. ror 
orlineg notes vrasented te 16 in Londen by 


aoe, 


PCOSTOSntS ine Leet 
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i) 
cE 


14. The Treasury. ore Secking Ninistorial suthority 
tor These DrPOSOSaLS, 


Rocormmondations 


hey. it sens - eortein that decisions on these 
ronéral financial questions will be tuken immeciately, 
and before the Unitcd Nutions Caoamission is | 
established, This will avoid anv possibility of 
embsrrassment threuch the Commissiun suzvesting a 
differcnt. course from that decided on by. the 

United Kinedom Government. It is recommended 

that, when the Commission is estuolished and 
discussions. on finiheial ond scan wic guestions 

beri Sir ae Galore an eho ie. 

(a) inform the Comaission-of the decisions a6 

to memberahins of the Sterling Arena, biooking of 
sterlins dalanecs. andthe Curpreney Board which 

have been: taken and the-receons fur then; 

(b) SUC Cet le CNC CU re ncy Ate 

CUNtLNUS tO, Aner te -UntL ey. oe oLie Heononic «Board 
hoad= be ones tas tsncd.. sone ind er. ar ep DO.Or 
the Repert .f the sd hoe United haticns Commit tee 
on “the Palestinian Questicn this Bourd- shall o¢ 
the sole issuins tutheritys 


(2 if the Commission rudecs the question cf the 
qgisposal of thy « of e Curpancy Beard he 
should gry. Set Ss ar a Ghee Seal Brive oO 
he any surplus ausets these will Le treated in the 
Sane Wey up Any One inet en pee, Sy eloatine 
Governme nt ( Baier WE eas b elow) : 


ssion ask for representation on 
the he slroulit Say that She Wnitted 
: 1, 


5 
Kinsdon Govoranent would Serre, TONG r 


this requeste 
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ASSETS AND LIABILITIES 


16. Fixed Assets in Palestine of His Majesty's Government 


Details of the vdiue of the fixed assets constructed by 
the Service Departments in Palestine have been requested from 
the Middle Bast but this information has not yet been 
received. It is belicved that the bulk of the assets are 
gited on requisitioned and hired land. Many of these assets 
are of military value only but others would have considerable 
Civilian-—use values Tho Service Departments ars endeavouring 
40 sell the assets whieh have been constructed on freehold 
land, but sales of assets of major political significance 
will only be made with the coneurrenee of the Palestine 
Governmcnte | 


L7e in the absence of the report referred to, only very 
tentative cstimates of the value of the assets cmbe made, 
put the salvage value of_asscts constructcd on hired or 
requisitioned Land is believed to be of the order of : 

£2 million and the valueto a willing purchaser would probably 
be substantially highere © MG ie | 


18. It is the view of the Palestine Government that “if 
titles romain in tneir present form, iece vested in the 
High Commissioncr, there might Die. =2. difficulty in asserting 
the vishts of the Service Depap bncn bs a) Helle G vernment, 
$n this land «after En torminabion of the Mandate wnen he 
office of the High Commissisvnor will presumably cease to 
CXiste This land was vested originally in the High 
Commissioner on behalf of the Service Departments concerned, 
presumably tocovoid: any question an thom OF 2. of chellenge | 
under article 5 of the Mandate, but it seems clear that the 
provisions of this article werc not intended to preclude 
ordinary acquisition of private rights to jand, cf. leases 
granted to foreign consulates and the British Army 1n 


Palestine 


19¢ 16 26. 2ue conelusion of the High Commissioner that the 
safest and most effective means of protecting the interests 
of Helle Government in this land is to vest it directly in 
the Service Department concerncGtl, cither by a special 
ordinance or otherwise, ond ne has so informed the Miditery 
Authorities concerned in Palestince It is their policy to 
endeavour to sell off ALL immovable assets with the least 
jossible delay but, both because this may mean considerable 
58s and because in tic tine snd with the staff available 
it may mt yrve possibile to Aispose of ail property, some such 
method of protecting His Majesty's Government's in erests 
appears necossapye | 


26. It is recomacnded they itn his negotiations with the 
United Nations Commission, Sir Ae Cadogan should ensure 
that (a) a clea distinetion is drawn between Palestine 
Government assets and assets of His Majesty's Government, 
and (b) that the vesting of Land directly in the a ea 
Departments is Guly acknoewle «you 6 Fuld ini oe . 

a: : a rae eames ote mane yetery eet a ow Lents faye rye ‘ ” one 

yedjoaty!s acvurment Dey aie BR utd hoy net Bo dissesed of 
hefore the terminaticn cf the Mandate. : 


wyou ot 


fovable ASS ctSe 
The only known movable assets of His Majesty « Government 
remaining Ln Palostine after tho termination ot > Mandate 


WLLL bo military storcse 


ose of such 
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Ay 


22. There are large quantities of military stores (Naval, 
Army and Air Force) in Palestine. A considerable proportion 
of these stores constitutes part of the approved maintenance 
and veservc stores for the Middle East garrisons and the 
Army generally, and with the existing and prospective stringency 
of Financial provision for the Services the necessary replace- 
ment of such stores, if they had to be abandoned in Palestine, 
would be extremely difficult. It is essential that every _ 
effort should be made to withdraw all military stores from 
Palestine as part of the general evacuation of that country 

> Ty CD ra eye) ara > a - oy ; a + + 
by the Forces sgh ,2%, say nate, that po ugre shen eho mn 


23, The evacuation of military stores from Palestine began 
on 1st December, and is to procecd pari passu with’ the 

general evacuation of the Forces through the four stages of 
lan A, as recently approved by the Defence Committee and 
endorsed by the Cabinet. The Commanders-in-Chief Middle Kast 
nave, however, given it_as their opinion that even the 

eomparatively crdered plan of evacuation, in its Tour stages 

closing in upon the Haifa enclave by Ist August, is likely 

to result in a loss of nearly 150,000 tons (worth about 

£m75) of useful storesa This is not a contingency which 

can be lightly accepted, and the Cabinet have agreed that 

specia/ ae be taken to facilitate the collection 

and evacuation of military stores frem Palestine, J i 

the appotntmont fm ey eee e aoa wet aE aaants eae Ape 
AS Ke | : 


oh, There are two developments in the Palestine evacuation 
the possible effects of which on the stores situation 
San Alexander Cadogan should be asked to bear in mind in 
negotiation with the United Haticns authorities. First, 
+t scams possible — and, the Commanders-in-Chief Middle Kast 
think it is probuble -— that oa considcrable quantity ol 
ij have to be Left behind at various 
he planned ,OvSORuGT ON OF er Oop e  eeueon lig 
saterioration of conditions in, Palestine as petwer aie 
deterioration OF oomunities, the premature arrival of the 
United Nations Commission, or other factors, may cnforce 
some teloscopins of the military evacuation plan now approved 
sn fovour of a moro papid withdrewaluoon the Haifa enclaveée 
The CommanderseineChicf Middle east foresse that any such 
contingency would probably Mean 2 neavy additional abandonment 
of stores slons the line of OvVacMhaAatLone In this event too, 
+t would be import:nt that such provision as might be 

ossible in the circumstances then existing should be made 

or the suosequcat. concentration and movemen 4 oF the stores 
into the Hai a GAcLave, and their sate custo y there pending 
shipment overseas; LP an more hurried evacuation were forced 
upon us through the United Hations Commission insisting upon 
what we regard as & promaturc arrival in Palestine, then 
there would be « powerful argument for insistence upon all 
possible facilitics being provided for. the evacuation of 
military stores which thus had to be temporurily cabandonede 


atores wilt in any. Case 
ort 


stages 


25, It is relevant also that the evacuation of military 
stores,, on prescnt plans, WLLL be slowed down by the policy 
of His Majesty's Government and the Palestine Administration 
not to interfere with the citrus trade which is soa important 
to Palestine's ceonomy: this considcrution likewise affords 
ground for seeking some cuid pro quo as Prornrds fncilities 
for subsequent evacuation of Storese 


Recommendations 


mot 


06, It is recommended that Sir a, Cadogan should be asked to 
discuss with the Commission plans for the safe custedy of such 
stores Left bohind by the militery and for their movement to 
the Haifa encluve for subsequent evacuation, possibly an 
appreciable time after Let August. 


are 
poe *) won 
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27. fiabilities of the Palestine Government. 

The appointment of a United Nations Commission as an 
administering authority for the whole of Palestine to take 
over the administration of the country following the termination 


of the Mandate involves the question of. the negotiations to. 
be carried out for the surrtinder of the assets of the 
Palestine Government, and, tap, tenn BBgotlations fe fs 
egsentiad that clear distinction is drawn between the assets 
of the Palestine Government and the assets of His Majesty's 
Governmente | 

28. The Commission will, no doubt, be guided by the 

financial clauses of the Plan of Partition with Hconomic 

Union and these present some difficulties as to the definition 
of the obligations of the Palestine Government, the means which 
would be available to honour the obligations taken over by | 
the Commission and the handling and distribution of 
Governmental movable and immovable assetSe © 


29, The assets of the Palestine Government might be 
summarised as Lfollows:- : 


(i) General revenue balances: 
(LE) funds for specific purposes; 
(114) funds in respect, of Public Debt; 
(iv) Government lands, buildings and stores: 
(v) internal loans; 


(vi) Trust funds; 


(vii) Palestine 3% Defence Bonds and Palestine Savings 
Certificatcse | 


30. The liabilities of the Palestine Government might be 
summarised as follows:+ 


(i) Budgetary cxpenditure until termination of the Mandate; 


(ii) Public Debt; 
(iii) Specific obligations in respect of the right of 
, public servants including pensions, compensations 
On. SPOIL ELess 
(iv) Specific obligations under Palestine Ordinances; 
(v) Contingent liabilites. 


The foreroing assets and liabilites are individually 
dealt with in the following paragraphs. 
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31, General Revenue Balances: these are estimated as 

1ikely to be of the Order Of £2 million at the 31st March, 1948.6 

This allows for some slicht. recession in revenue, returns 

offset by savings in expénditure through inability to carry 

out the budgetary programme. This figure might well turn into 

a deficit if revenues slumped to en extreme degrees No 

forecast is possible as to the ey, pose Pe be 
ances at 15th Mays given favourable cona1t1on 

pesciaie i TG Ene ponation as at the 3list Marche 


Ae The funds for specific purposes include the followings:- 
(4) Palestine Provident Fund; 
(ii) Palestine Widows' and Orphans' Pensions Fund; 
(iii) Palestine Post Olvice Savings Bank; 


(iv) Public Scrvice (Supplementary Grants) Board; 


(v) Renewals Funds - Ports, Posts and Telegraphs, 
Water Supply, etce, 


a Topnacrcoinss ay of Ve EFCC GLC x 40 
aeilined to mee née, Wath, the, excopblon of Cues mast be te 
tog Tn the cese a€ (v) which emount to approximately 
$7300 these funds could be treated either as an asset of 
Government to be handed over or utilised for appropriate 
expenditure on the services for which they were createds 


‘sma Tk ie kd | 


336 In addition ta the sinkins fund arrangements for the 
servicing of the 34% Guaranteed Stock (dealt with in 

paragraph 12, the sum of £5,048,707, being the unSpent 
balance of the various issues of Wor Loans (Bearer Bonds) has 
been invested by the Crown Agents in the interests of the 
bondholders, A further £500,000, which had been earmarked 
for a specific purpose, is also beins investede 


34. Government land and buildings ere proposed to be dealt 
with under the Partition Plan by sllocatings immovable assets 
to the Government cf the torrpitory in which they are situatede 
This may well present difficulties in the case of the 
proposed Arab States; but in our financial negotiations we 
Should hand thom over to the United Nations Commission as 

a ealcstine Gove rnnent ssset und the Commission would be 
responsible for their subsequent caisposal, 


35¢ Internal Loans: these consist inthe main of loans to 
various municipalities, to Citrus growers, local councils, 

: and. artpicultural loans. .The foregoing have 
been made from Palestine genersl revenues at interest on 
varying terms of revaymente In addition, loans have been 
made to flunicipaijtics, Railways ang Ports frou the proc ceds 
Phe tb be 
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e,War Loang (bear BONUS) e 1ese loans. are assets of 
ALES tine Governiaont for disposal as may be agprcede 

At the 31st March, 1946 the loans from revenue totalbd 

-, co + . *y 5° ; fom Pa 

£Pe59245,206 while from War Loans (Bearer Bonds) loans of 


GPel,282,000 had been madce 


36@ Trust funds consist of Museum of Archaeology Endownent 
Fundy Russian State Fund and Smith (BeCe)Trust Fund, which 
must be negotiated with the Commission in the light of the 
respeckhive Trust dcedse : 


37«e PRalestine 3% Defence Bonds and Palestine Savinss 

Certificates were innusurated under a Palemwtine War Loan Ordinance 
of 1941 for the purpose of lendins the proceeds to His 

Majesty's Government to meet war eqenditure., These bonds and 
certificates were issued on preseribed terms of redemption; 


ry 


feat 


ae 
oy ff 


in the case of the 3), Defence Bonds, seven yoars from the date 
of purchase, and in the case of saving certificates the 

norma, ten-year periode Harliecr repayment may be possible 

af this concession would secure satisfactory arrangements as 
tO the servicing Of stine 365 Guaranteed stock, relieving 

His Majesty's Goveromen t oF her aran tes on, being given 
satisractory indemnification as dealt with in paragraph le. 


oxmpenditure may well not be possible on many 
spojects owing to Tabour and material difficulties; but 
$he result is reflectcd in the ostimated General Revenue 
balanas given in parecraph Ue 


39,. The Public Debt sf-Palestine consists of: 
(i) £P.3,600,000 ~ 3°" Guaranteed Loan 1962-673 


(ii) War Loan (Reaper Bonds) Ist, 2nd, 3rd and Lith issues, 
totalline: £5,791,900.~ | 


The 4), Guaranteed Loan, less stock redemptions, at 
41st March, TOL] stood. at Bie By 150,0006 This stock is 


suarantced as o principal and interest by, the Treasury 
tinder an Act of pkpliamént ae the Snited Ka nadom Ot, 


Great Britain and Northern Ireland entitled "The Finance 
Act 19359" en and 25 George Vy cape , 


The eration of the Joi i ic 1 to be,se , 
none be opens pice of the Joint geonomic Boapd te splice of 

the outstanding public debt of the Palestine Government. 

An agreement with the United Nations Commission safeguarding 
the servicing, of the 4% Guaranteed stock and War Loans | | 
(Bearer Bonds) should be a major objective of our financial 

nesotiationse 


nie Pension Obligationss 


Polestine Government has pension obligations under 
Palestine Ordinances as well as obligations in connection 
with the Palestine Provident fund, Widows! and Orphans’ 
Sensions Funde In uicdition the Palestine Government have not 
yet finalised theie views as to the payment of compensation 
and spratuities to public servants end to the. police on 
sormination of the Wandeatee Lroeliminary views of the 
Government of SrLlestine hboeve indicatec that their PD PMos als 
may involve a sum ov Sr. lo m+Tivon on the basis of "funding" 
pensionse however it may be possible to arrive at some more 
economical method of mocting the chargee The positian of 
expatriate officers sf the “alestine Civil service will need 
-earefrul considerstions., In tic viein it is hoped that the 
majority will Be “sund other cmployment in the Colonial 
Sopvice but there mey be a aranlL residue who cannot be so 
placed for same woile after the termination of the Mandatée 


Fons under Palestine Ordinances 


There may well be a number of obligations under Palestine 
ordinances which may neod to be given adequate COVEDs These 
in the main deal with requisitioned lands and compensation 
payments and WLlLl require to be negotinteds . The Legal 
aspect generally in connection with Palestine Ordinances is 
being dealt with by the Colonial Office and it is mentio ned 
here because certain financial obligations may arise for 
nesotiatione 


43, Continzent Liabilitioss 


It is difficult at this stage to envisage what may be 
contingent liabilitess; but there muy well be items of stores 
and supplies which mey not be brought to account on the | 
terminntion of the Mandntee Such claims must obviously tel 
to be met from Palestine assetse 


onal) ome 
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44, Qualifications on Accept 


Tn connection with (1), 3(a) of Chapter 6 of the Report OF 
United Nations Ad Hoc Committee on-the Palestinian ‘uestion, 
imposes a qualification as to the financiol obligations which 
the State shall respect and fulfil. while saying that all 
financial obligations of whatever niture assumed cn behalf of 
Palestine by the Mandatory Power during the exorcise of the 
Mandate shall be respected and FULT Lede ~Anere 1s The important 
overriding condition that such obligations would be those 
recognised by the Statc. The United Kingdom delegation has 
yroserved His Majesty's covernnent's positicn regarding any 


clauses in the Plan, and we must resist this qualifying condition. 
to the extent of making the unqualificd sccoptance or. the 
obligations of the Palestine Ceverument a condition fcr the 


surrender of its ssscts. 


45, Means of mecting oblipstion 

Then there is the question cf the means which the: Commission 
will cnploy (to-iwhest certain chergos arising out of ie 
obligations taken over, The servicing of the public dcbt 
and the cost of sup .rannuntion DoncFits now being peid or falling 
duc. in- future, the -Portition Plan cnvisages these charges as 
being met. from. the ccikhan revenue of the Joint EHeenomic Board, 
This presupposes thar thig Roord will be set, up end Tunctien 
satisfactorily; but this wouLd appear. to be 2 doubtful 
proposition in pruscnt circumstances. Should there. be difficulties 
in setting up (a) the respective States, which ecernis probable in 
the case of the Arab St..te, and (pb) the Economit Unicn, the 
Commission may not he in a NCSL Lon? UC implement its agrecment 
to discharge the liabilities telean over unless there cre sare- 
guards against such 2 eontinsciey. 


46, Recommend2tions 


Tt is recommended that Sir A, Gadegan shoulda be asked. ta 
establish the following Princip icss= 


(a) that the surrender ot Palestine Government assets 16 

conditioned on the unqualificc accer tanec of. the Liabilitics 

incurred by the Palestine toyernment (theres is: every LndLeavLen 
\ 


t 


THOT thug Liabilitics will oxeced the liquid assets), . 

Co) stad notwithstanding clause 2 of Soation B. of Chapter 4 ea 
the UNSCOP Report ( sce PeCtnete) 26. Lows Os the meondat ory | 
period lasts, Palestine Govermncont must be free to control the 
finances of Falestine as she deems necessary in the interest of 
Palestine as 2a whele, ani 
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a) that adequate apransenents are mode to indomnify His 
Majesty's Government in respect cf their guarantee of Palestine 
4% Guarantoed Stock. . . 
er ne nner 
During ,the peried hetwoun the wepointment of th 
ior and the termineticon of the Mandate, the 

Wendatory Powor shell, GKoeept in respeet of ordinary Operations , 
consult with the Comissicn on any measure which lt may contemplate 
iovelving the liquiuaticn, dis posal or eneunbe ring of the agscets 
of the Palestine Government, such as the accumulated Treasury 
surplus, the procucids cl Geovornnent bond 1ss5ucs, aratre Lanes: 08 
any other asset. 


United 


pert ere teenage Rpmemmem ues reerne on! SF * cae poe cepa omen perms ee wa een ON REI OO OFF —_— 
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GERMAN EXTERNAL ASSEIS IN PALESTINE 


47, The General Background. By the decision of the Berlin 
Conference of July/August, 1 1945, it was decided that. "the 
repatation claims of the United stuites, the United Kingdom and 
other countries to reparations shall be MET serevveresresrereee 
and from appropriate Gcrman external essets". By the provisions 
Sr AGL LeLe. GO: OL pare I nea the Pineal Act of the Paris Confcrence 
on Reparation, "each signatory Government shall, under such 
procedures 26 ie may ahosee. hold or disposs of German asscts 
within its jurisdiction in Ifannere c designed to preclude their 
return to German ownership _ or. Control and sha ad shall. char ge against 
its German _peparseon 1 share “such. £ Saacta' “Article 2: OL vart IV 
of the Pinal Act et states that the signature of each contracting 
Government shall be deenva to incan that the crrect ot the 
present Agreement extends acne eee n ene eenaes to. territorics 
under its protection cr suserainty or over witch. Lt at present 
ee has a Mande te. Under Article IF of the Pinal Act of the 
aris Conference oe Reparation, the Inter-Allicd Reparation 
seency must charge the reparation account of each Signatory 
Government Pox the cota assets within that Government ' S 
ee and cach Signatory Government is required to 
ender a return of the value of such assets as defined under 
article 6:of Fart I--of. the igreoment. His Maje esty's Government 
igned the Paris agreoment on the 21st December, 1940, when it 


eee a mandate..over Palestine... 


48, The position of His Majesty’ s_ Government in in regard to these 
German OSs n assets inf in palestine is thus: ; | 


(i) His Majesty’ 5 Government is responsible te sce that all 
German enemy eaes i in Palestine are so dealt with as to 
preclude their ceuturn te German ownership or control; 


(iij} That the valus of these assets is sneluded in the United 
Kingdom returns to the Inter-Allicd Reparation agency of 
German assets unacr United Kingdom jurisdiction, 


(iii) The United Kingdom's share of re eparations as allocated : 
under the Paris Act, 16 ae red with the value of the German assets 


in Palestine. 


(iv) The Asse nibLy of the Inter-llicd ncpe aration Agency weuld, 
we are advised, still regard the United Kingdom as the 
Government res sponsible Pop accounting for German assets 1n 
ralestine whether op net the mandate over anet territory had 


peen relinquished. 


49, German ixtornead rasets under the Gontrol of the Custodian 
OL of unemy t property Lo for bal ralestine 


These assets total some £8,8 million, and there are further 
assets to the value of perhaps twice this figure belonging tO 
Germans interned in Palestine and in Australia. These latter 

assets ure Liable to be released tc the OwLeE S under the Final 
Act unless such owners are held te be Nenemy", PmGesg 
adjustments made under the eis teeues accounting rules for 
ont assets, the Lineal. sum Likely to be char eed against the 
United Kingdom: r¢ eparation ahere in respect of German enemy assets 
in Palestine is 4 dG ee | 


bOe .wecy taken by uis Majesty's Ga wernment to secure control 
and. transter y of German Giuemy_ assets in Palestine 


The oe Commissioner. ror Palestine has been asked to 
instruct the Custodian of Enemy sroperty for Palestine not i 
vest further ae cornnan property which may have to be released 
Cesta! nternees! property). He has also,been asked to 
cons ee measures whereby Gs much of the neon le e property 
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as possible can be Liquidated, The High Commissioner has als 
been asked to advise on the possibility of transfer to the 
United Kingdom of all liquid assets now available and which 
become available as the procecds of sale of «assets. 


51L. Possible Financial Effects 


In the first estimate of German sssets within the United 
Kingdom jurisdiction which hes becn made to the Inter-Allicd 
Reparation Agency, the sum of approximately fe million has been 
included on cecount of these assets. The provisions of the 
Paris Act snable us to adjust this catimate- later: according to 
the facts. The fact that we mare cbliged to account for assets, 
the velue of which we know fcr certainty, e.g. because they have 
been liquidated, but are unable in fact to secure the transfer 
to the United Kingdom Exchequer, would mean that. our 
participation in other assets under CatcgoryvéA- of: Part’ TL. of the 
Pinal act, would be reduced, One effect of this might be to 
reduce our shore of Swiss francs derived from the disposal of 
German assets. in Switzerland. This reduction would not be the 
equivalent of the valuc of German Assets in Palestine which we 
had included in the T,..R.A. return, but would definitely 
reduce our share to an extent which at the moment cannot be 
forecast. 


52, Jewish Claims for reparation payments 


The Jewish Agency have hitherto clinimed that, us 
compensation for the sufrerings of Jewry under the Nazis, 
Palestinian Jows should receive compensation out of reparation 
payments over and above that Alrendy provided for in the | 
Pinel: 6c, Tewish propaganda will ne deubt claim thet the 
whole of German assets in Palestins should be earmarked for 

this purpose. Mhe Jewish gency hag already been informed 

that contributions from reparations Pur the rohabilitation of 
non-repetriable victims of German netion mre governed by the 
-Pinal «act of Paris. Any contribution to Palestine cver and. 
above the agreed Palestine share (on Future Action (11) ) ean 
only be made at the expense or His Majesty's Government, whose 
responsibility it is to account for all these assets, the non- 
receipt of which would adversely affect the reparations receipts 
of the United Kinvdom excheyucr, 


55. Recemmendations 
Tt is. recoumended that:- 


(a) That the maximum amount ef German immovable property should 
be liquidated before the mandate is relinguished, and the 
possibility of securing the transfer of the liquid proceeds of 
assets to the United Kingdom explored; 

(b) That a provision should be inserted if possible in any 
instrument handing over the control in Palestine to which we 
were a party, whereby an undertaking would be given te 

His Majesty's Government by those responsible that German 

enemy assets in Palestine would be controlled and disposed cf 


ee) 


in accordance with the provisions ot the Pinal Act of Faris, and 


that the proceeds of their eale or their value would be made 
available to the United Kingdom, with the obligation to pay 
Palestine her share, (which would be small) calculated in 
accordance with a formula adopted in the case or Colonial 
dependencies, of the total United Kingdom German reparation 
receipts when a decision has been reachod: sand that . 
Sir ae Cadogan shuwld bs asked to. nevotia te with the Commission 
to secure such a provision, 
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(c) In so far as we were unable to succeed in Ci) cand: (ii) in’ 
the foregoing, the return of the value of these assets to the 
Inter-Allied Reparations Agency should be written down on the 
grounds that this had bcen brought about by reason of the non- 
accessibility of the assets to the United Kingdom. 


54, Palestine's Members of International Economic and 
Financial Bodies 


ea eae RT bare ge 


The Official Committee on Palestine are revicwing and 
making recommendations on all international obligations 
(including membership of international, cconomic and Pinencial 
bodies such 2s the International Monetary Pund) assumed by the 
United Kingdom. on Palestine’ s behalf. 


55. Safeguards for Commercial lntercets 


We need to sateguard our commercial position in Palestine 
sn the interim period between the laying down of the Mandate 
and the negotiation of long term nespeoments with the successor 
states. Our. object should be tu negotiate an arrangement with 
the Commission which will safcgunrd our position, not. only while 
the Commission is actually administering the territory, but for 
an interval thereafter sufficicnt to give us time. to. 0G OTLALe 
commercial treaties with the successor StULes s Cea oilows 
that we shall have to try to persuade the Commission to place 
som: restraints on the economic freedom of the new states for 
their first year or two of their existence. 
56, Treatment of Goods 
PALeSTING Te AC PRESCIIL. An adherent to the Geneva 
Agreement on Tariffs and Trade which was signed by His Majesty's 
Government in the United Kingdom on behalf of the Colonies, 
ete, as well as the United hingdom Ge Oug Tt is for the 
Foreign Office Legal wdviser to say whether or not Palestine 
Will remain a party to the Geneva Agreement on Tariffs and Trade 
after the Mandate is Laid down. Be thet as it may, we should 
endeavour to secure an undertaking from tho Commission that they 
will continue to apply the Geneve. Lereoement on Tariffs and Trade 
olutely in relation to other pertics to the Geneva 
and conditionally in relation to 
axtent that those countrics 
in practice do ne commerce of | 
Palestine, The Couluission shouls. also be naked to cnsure that 


in handing over to the suceessor Stiles, if and when cstablished,- 


= Sittiler undertaking valid for a period of at least two years 


cA 


should be obtained Prom them, 


57, We can support our rojuest by rererence fone. Lae That 
under the terms of the Mandate, valestine was bound to grant 
equality of truatment to the goods, nationals, tc, of all 
aembers of the Leazue of lations (and. Oy. 26 separate arreement 
fovthe U.S.A.) and that this head to be given even if one of 
the countries concerned diseriuinated against Palestine, 

The Line our representative shoulda therefore take with the 
Commission is th.t Palestine has always Followed a policy of 


WOONOT £39140 O90938 9178Nd 3HL 40 LHDIBAdOD 


poe? 


non-discrimination in commercial matters and it is hoped 
that thot policy will be continued under the Commission's 
regime, and further, that lor the first two years Or “there 
existence the successor states shall be under an Obligation 
to grant w.f.,n. treatment -to all members of the United Nations 
that accord the same to them, | | , 


58. The above general rule of non- -dis seritiination would not be 
applied in such a@ way as to prevent. Palestine making special 
customs agreements with neiehbouring territories c.f. the 

oy pe tine. “preferential tarirr arrangements with Syria and 
Lebanon. 


\ 


59. Treatment of Ne Companics, Ce ng and Gi Civ ayrab on 


When the Mandate 1s torminatcd we shall have no treaty rights 
in Palestine for our nationals, their businesses or ee shipping 


and Ss ie ar ao To the long term these can only satisfac stor ily 


be safeguarded by the neOpoOlLio tron 01.8 Evatt y “OLS ‘Xblishment 
and navigation with the sucescssor states, ‘Lt: wil not. pe 
practicable to nepotiate detailed provisions with the UNO 
Commission, and to cover the position in the TAtisr im es we 
shall hove to: rely on s. edus vivendi vxpressca in oii eer at 
tcrms. a 


-680, lt is reco onmendcd that Sir «a. Cadogan should be asked 


Ca). on. the troetinont of goods, to secure an undertaking as 
proposed in paragravhs 41°: 


Ci) on Ane trGaumcut ol .n. tionals, companies and shipping To 
secure an undertasing from the Comission that, while they. .are 
responsible Yor adminietering the rs they Will grant to 
United Nations nationals, inglvding juridical persons neti Once 
and most fevoured neticn trccitment: in all matte g3 portaining to 

commerce, industry, sippiae s Civil sviation and other forms of 
business setivity within ralestine, subject.to the reciprocal 
evant of similar trontigent in like matters by fae United. NetLen 
concerned to Palostinian mitionals. his undertaking would leis 
understood te be subject te any Sxcewrons 0e%... 18 respect of 
coastal shippin:) poet caen ty ine sil in cormercial oe 
Similarly the provitiens with resrect to reciprocity granted by - 
aoe ol the United faci one. would ‘hc understcod to be subject to 

sotions cuctomarily. imeluded in the commercial treaties 

aaeruded Dar tMeL eet The Cemmission should alse be asked 
to ensure that, in handiue aver to the successor states, 11 and. 
when established, 2 itn ‘lar undertaking valid for a period ova 
INST TWO Yeors As obtained Prom them. 


Oly Exports iP ralestine _ Which. are CBee) Hew ek: to Tie. United 


Kinsdon 
The main exports trom Palestine cl interest to the United 
Kingdom are;- : 
(a) Fotash; 
(b) Foodstuffs, mainly citrus fruit snd Lruit py OdUctS 5 
(c) Petroleum products. 


Separate notes on these arc in the bp pendix. A special 

fnotor in the case of oil products i beet a. a 2 United Kingdom 
interest for these prow LUctS fe GC very cxported tO “iS. te 
needs of other parts ect the gterling srea and to earn forcigen 
exchanse. : 

6o.> “Lt is reccihendea tree, SL eek gedoun Be agked to recuest tne 
United Nations Gomsi:gien, t: Facilite 3 (a) the exports of citkus 
and potash to the United itielome.* (ie) he Prue export of 

ne troleum products ae Ae one a eLl companics to such 
destinations a8 thoy chong 
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PROCUREMENT OF FOODSTUFFS AND FERTILISERS 
63. Foodstuffs 


The Ministry of Foo? has hitherto Acelt with’ the 
“programing, sponsoring and preeurcmoent of-food supplics 
LOY Palestine. 


64. Requirements of bront grains and rice for part of 
1946 have alreary peln beans by. the Lesiel ee The 
Four Mission in Vachineton neva: been agkca within the 
Last wook to sabrit be tho Ly We ce “POUUIrCmenAGS ot ves 
- Cate FOr Palee tines 24 Doro senor LAL: ast 
roquircments,. 
65,...Certain quantitics ai: the allocatec: foorts for 1948 
hove boon. of are “in eruréc or beoine »procurcc..Seme small 
balanco® oT. Pelostinisn AGN / eres ai remontsS yot-romnin to be 
SHLippcite 


66, -Portilisers 


TAC UNL Bin er SoCAs ees Ghic- TSeCireicnts 01 the 
eT ee: an. Len otek, Derr itorioe . With the -nternaational 
Pood Counc] “tn Veshineton.s - Thc only Tortiliser 
OW see YP Laternetional oe bY That -boeuy 2s; Nitropen 
ane. the -cllocation oa onae ortiligsr to-Palestine for-the 
ertiliser scason.an? 30th June ,,71948,°is 2,667. metric 
cone Cr Me POL Gy rs te a tig this Unites Kineaom iste supoly 
4,267:-tone,. Boletum +, 400 tone en® Norway. 500: tons, . United 
Kingéom Geliverics ore mate threugh I..0éI... (Lovant);.-but 
procuroxont of sup Lice within the Beleian’ onc. Norwonr ia 
allocations is izmae by the Prlestine Government, with such 
SOA neG: oS. May “De Bed re.. trom a HMadcsty's Governmont. 
Di See eC bs She LTIee Im Bhi. Hoel ae Tne PolLestine 
GOverarent we use" bie. -LiGs le (ied nt) Tot OrOCU Pie: eit 
Supsvlice oF nicroeen,.. but oo ieeUay AS ap Cars. GOP DG 
UAWiLlLline to: Contin. This. 2ereneutun bes 


O7e Tt is. recemuene.:: 


(a) te OO by. gies “Oe Ae oe “wvoeWi dl Main ca 
oxistings : oe : Le a Ber CCG i Ne I wo OO sae 
Porliliger sup slice. er Y les bias eich ail) ‘be PeVULPer up 
GO 45th i Wy “the Lee Ot ee eS, BOOT eG one Oy ie 
Manatee. 


(b) ae Aner em ee Oe UI Ol. bare: We Le ee ois NO 
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The attached copy of a letter from Mr. 
Trevelgan to Miss Loughnane of the Treasury 
contains the draft statement in which Eastern 
Department have concurred. We now also have 
a re-draft by the Colonial Office enclosed in 
the attached letter from Mr. Boss to Miss 
Loughnane- 


Mr. Boss,in the final paragraph of his 
re-draft, has stuck to a form of words about 
the Currency Board which do not suit Bastern 
Department so well as the form of words 
adopted in the Foreign Office draft. But as e@ 
matter of fact the Colonial Office statement : 
that the "Currency Board will continue to 
function on behalf of the holders of currency 
and of Palestine generally, pending ordinary 
transition to what arrangements may in due = 
course be made for the future of the currency a 
in Palestine" has already beén made in reply te 
to a Parliamentary Question. I think, a 
however, that the atatement now under 
consideration is bound to be much more widely § 
read and discussed than the previous Parliam- & 
entary Question and I therefore think we 
should insist upon our wording. This merely 
speaks of the existing Currency Board 
"Continuing to function during the period of 
transition" and does not involve us in 
responsibilities which might be indefinitely 
prolonged, even after the termination of the 


Mandate. . te 
Pudovuvyvensnicaeooreinans much further Progress sia? 

will be made in this matter before the New , 

Year. I imagine that before any statement 

is made the Treasury must:- 


IN. THIS MARGIN. 
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(a) Have Cabinet approval for the 
proposals contained in the Overseas 
Negotiations Committee's paper, and 


(>) Make the necessary arrangements for 
the exclusion of Palestine from the 
sterling area and the blocking of 
her assets. 
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I understand from the Cabinet Office that 
it is not likely that the Cabinet can take 
the O.N-C- paper until the beginning of 
January and necessary measures by the Treas 
will also take time. It may therefore still§ 
be possible to make this statement in the 
form of a written reply to a Parliamentary 
Question when Parlianent returns in January. 


(J.G.5-BEITH. 


20nd December, 1947. 
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Top Secret. 


Secret. 


Confidential. 


Restricted. 


Open. 


ar eng! at ee 


The approaching termination of the Palestine 
Mandate has made it necessary for us to consider 
ost carefully what financial arrangements should 
be made in the interests of the successor Govern- 


nents in Palestine and of the sterling erea as 


a whole, in order to preserve the resources of 


Palestine for the use of the new States and to 
hy & 
safeguard our own balances. 


(Wat om oe Sk ae 
= = 


During the period of the Mendate, Palestine 
has been a member of the sterling area. She is 
also the holder of sterling balences, the present 
total of which is in the region of £100,000, 000, 

e large emount in proportion to the 51z¢ of the 
country. These balances have been decreasing 


rapidly in recent months and & eceeeeemillion has 


gone in the last ecee. weeks. This drain obvious- 


ly cannot be allowed to go ONe Large withdrawals 
inspired by lack of confidence in this period of 


uncertainty, wewed mean that the resources of 


Palestine which will be needed fever for the 
O24 “Us f) fewuy 
development. of the country j\ frittered 


away in a few months. The drawing down of the 


balances in this way would also aggravate the 
belance of payments problem of the United Kingdom 


and the rest of the sterling area. 

As in the case of other countries holding 
large balances -€e&- India, Egypt and Iraq - the 
only way in which the drain can be stopped is by . 


IMG 
blocking the greater pert of the balances. , 
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have decided therefore, for the reasons thet ichey 


given above, that the balances of Palestine must b¢ 


similarly blocked and ws have taken steps accordingly. 


successor 


erage, Uitu 
enable them—to 2ime-and carry on their normal . 


~- 


international trade. Li -wieh therefore—te—emphasts ¢ 


age 


at H.M.Government will make 
Tv 
available e-ske-Gemerumcrecet Palestine during the 


interim period and subsequently —t+e—the—suceessor 


needs y Bedky Gor enImient--witt .@; S0°-ensuUre 


is no interruption in the machi 


‘and rew materials which 


. i+-ts-0f-courge 


wee wa Oo Cores 


te 


gessor states skoextd set up 


nade 


peep Te TF OE rag 


CP thas 


needs at the earliest possible date. 


7 For the- present 


x -aiieacpeunas xe Bele released immediately in 
order to provide y million pounds as working balanpes 
for the banks in Palestine and Zz million pounds to 

be used together with current accruals of sterling 


which would be at Palestine'ts disposal for current 


expenditure during the next Qsw months. 


The emounts of these releases have been 
arrived at after careful consideration and consul 
ation with the present administration and H.M. 
Government is satisfied that they should prove 
amply sufficient to enable Palestine to meet all 
her needs during the period. The whole of the 


finencial arrangements and the policy for release 
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from the sterling balances will be the subject do. — : _ co. cote ys oe . nae ve 7 | 


of consultation between H.M. Government's ae : Sh [eee Ue OE a | | 


representative at the United Nationa, Sir a a i Anta | 
Andres Cadogen and the Commission for Palestine Bm —— ire Se ean Te 77 fee | 


which is now being established by the United . oe 
Nations, and the views of the Commission will be - | 
given full consideration in the formation of _ 
policy in regard to future releases. As soon i a _ . ‘ ye me woke ches . Dees a 
as the Joint Economic Board is established, of a eo ee = : a .* 
we shall also initiate digcussions with that : a | | ee ; | 
Board for the same purpose. | ae Ae Bee Op oe ee Pa 7 oe vee . 
‘ In the special circumstances of Palestine, e oe go | ct ee 
S where we must assume that for a period at least foe aes es | a ee, 
E a thorough and comprehensive exchange control Q a is , ae eS 8 | : ae : | 3 
“ will be lacking, the blocking of the balances ee PT ee Bee oe : Pe es . : 
= would not entirely safeguard the resources. of 1 : o mgs ae i i ve = a . 
& Palestine, while the country remained in the ‘ ae ee Ea Os . : rs, - 
<= sterling area. If we allowed a situation to 2 | | . = 
= continue in which such leakages could occur ° : of : : 
= we should not be carrying out our i ea - ge 
ca ities tq the sterling erea or to Palestine. , | | | : oe 
O We therefore consider it desirable in the ; < 
| o interests of both that Palestine should not 7 | Se | 
| = remain a member of the sterling area and she : | - ae 
| c has ceased to be a member therefore from 5 | —_ - | 
secccescee, the date on which the balances have g = | - | 
been blocked. oS ee ; a ae 
The existing currency_board will continue | Be : : ue ce : a : oo | | | | a | 7 
transition vitals ; oi, 7 
F We are anxious that the fa ee eee bas | 
: United Nations Commission should be represented | | | 
: onthe Board, if it so desires. ee ee | -_ 
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Top Secret. 
Secret. 
Confidential. 
Restricted. 


Open. 


The approaching termination of the Palestine 
Mandate has made it necessary for us to consider 
most carefully what financial arrangements should 
be made in the interests of the successor Govern-~ 
ments in Palestine and of the sterling area)as 
a whole,| in order to preserve the resources of 
Palestine for the use of the new States and to 

Bent cuackk ¢) Modprran dt) pede 
safeguard our own]balances,] H.M.G. are resolved 
during the period of their withdrawalg¢ to do all 
in their power to prevent damage to the financial 
and economic structure of Palesting, ; 

During the perigd of the Mandate, Pale: tine 
has been a member of the sterling area. She is 
also the holder of sterling balances, the present 
total of which is in the region of £100,000,000, 
a large amcunt in prosirticnto the size of the 


oy CLL BN os 
country. These balances have beenfuecreasing | 


|jrvapidly in vecent months. and &.... million -.as 


— —_ ~ 7» 


gone in the last ...... weeks. This drain 


=~ & 
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obviously cannot be allow.d to go on. 
withdrawals inspired by lack of conficenee in 


this ,eriod of uncertirty, mean that the res vure- 


lees of Palestine which will be needed for the 


development of the country arc in danger of Leing 
_ LA d ios CD Rhee ol 
[frittered away in a few menths.| The drawing 


down of the belences in this way would also 


jaggravate the belance of payments problem of the 


United Finsdom and the rest of the sterling arca. 

As in the case of other countries holcing 
large balances - ¢«.g. Inula, aeyyt an? Iraq -_ 
the ohly way in which the envi Ge be stoppec 
by blocking the preater part of the bilences. 


a 


7 


aieG. have decided therefore, ic oh: 


NOONOT ‘391490 GY0ISH DITGNd 3HL 40 LHDIYAMOD 


siven above, that vhe pElenc:s of Puleittune mus. be 
sie baie Dloeke! and buve vaken sfeps accordingly 
This action will not deny to the successor States 
the resources which will enable them to crrry on 
their normal international trade. H.oM.eGe will 


make available for Palestine during the interim 
Ubie Gb Stab, ¢ ree | 


peniod and subsequently, the resources which, are 


necessary (ror the country's needs. | 


‘ 
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For/requirements x million pounds are being {how coat! 


[presenGmwraatt 


eeigesed im-ediately in order to provide y millicn| pounds 
as working balances for the panks in Palestine andj z 
million pounds to be used together with current 
accruals of sterling, which fwould]be at Palestine'p 
a3 > cquhe Da iG A Laila 
isposal for current expenditurejduring the next 

months Pf 

The amounts of these releases Nave been arrives 
at after careful consideratioi and consultation with 
the present administration and H.M.@overnment is 
satisfied that they shvuld prove amply sufficient 
to enable Blestine to meet all her needs during the} 
periode (the whole of the financial arrangements 
and Tne, poliey for release from the sterling balanres 
will be the subject of consultaticn between H.M. Government's 
representative at the United Nations, Sir Alexandet 
@adogan and the Commission for Palestine which is Mow 
being established by the United Nations, and the 
views of the Commission will be given full considée ation 
in the forusti.n of policy in rosurd to future re leases. 
As soon as the Joint Economic Board is established, 
we shall also initiate discussions with that Boarg for 
#he same purpose. 

In the special circumstances of Palestine, 


where we must assume that for a period mf at leas 


a thorough and comprehensive exchange control will 
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Top Secret. 
Secret. 
Confidential. 


Deemer will be lacking, the blocking of tie bslences 


Open. 
= would not entirely safeguard the resources of 
Palestine, while the country remained in the 
sterling cae If we allowed a situation to 
continue in which such leakages could occur, 
we should not be carrying out our responsibilities 
to the sterling area or to Palestine. We there- 
fore consider it desirable in the interests of 
both that Palestine should not remain a member 
of the sterling area and she hes ceas:d to be 
a member therefore Fe eee re eee the date 


on which the balances have been blocked. v. 


[The existing currency boaré will continue 


IN THIS MARGIN. 


to function during the period of transition. / 
We are sazieue; that the United Nations Commission 
should be represented on the Board, if it so 
desires. 7 
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| TREASURY CHAMBERS, — 26712-- 
Your Reference ea GREAT GEORGE STREET 


Treasury say) > LONDON, S.W.1. 


Dear Mr. Trevelyan, 


19th December, 1947. 


aduasafay 


la 


T enclose a draft of the Palestine statement which I hope is on 


the lines we all agreed last night. T an sending copics to kr. 
3 3 =~ 
and ur. 50sSS. Ril Courenrce le Uselcouce F 6/ (om ; 


Yours sincerely, 


Maus Leugheane 


H. Trevelyan, 254. , : 
Foreign Office 
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GUSSTION 

fo ask the Seeretary of State for Foreign Affairs whether he 
will make a statement about the present position of Palestine in 
relation to the sterling area. 
ANSWER 

During the period of the Mandate Palestine has been a member 
of the sterling area. She is also the holder of sterling balances 
whose present total is in the region of £100 million, a large 
amount in proportion to the size of the country. These balances 
have been decreasing rapidly in recent months and £ million | 


has gone in the last weeks. This obviously cannot be allowed 


to go on for it is in the interests neither of the United Kingdon, 
whose balance of payments problem is aggravated by unrequited 
exports, nor of Palestine since it means the frittering away of 
assets which will be needed later on to enable long term development 
projects to be carried out. 

As in the case of other countries holding large balances, e.g., 
India, Egypt, and Iraq, the only way in which the drain can be 
atopped is by blocking the greater part of the balances. In the 
special circumstances of Palestine, where we must assume that for 
a period at least a thorough and comprehensive exchange control will 
be lacking, blocking would not solve the problem while Palestine 
remained in the sterling area. Moreover, at this time, when our 
external financial position is so critical, the sterling area could 

a member which was not in a position to administer 
atrict exchange control on normal sterling area lines. 

As from therefore, Palestine ceases to be a 
member of the sterling area and her sterling balances have been 
blocked. & X million is being released immediately in orderto 


provide £ Y million as working balances for the banks in Palestine 


“Ne 


¢ 
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and £ Z million to be used, together with current accruals of 
sterling, which would be st Palestine's free disposal, for current 
expenditure during the next months. The amounts of these 


releases have been arrived at after full consideration and 


ioe 


consultation with the present administration and we are satisfied 


ra 


Reamer ene etY tr Ok Ser Se 


that they should prove amply sufficient to enable Palestine to 
meet all her needs during the period. At the end of that period, 
or earlier if necessary, we shall have to discuss with the Joint 


Economic Board the amount of further releases required. 

As regards currency. arrangements, the existing Currency Board 
will continue to function mutatis mutandis in the interests of the 
holders of currency and of Palestine generally pending an orderly 
transition to whatever arrangements may in due course be made for 


the future management of the currency of Palestine. We hope it 


aduasasay 


* will be possible to arrange for the United Nations Commission to 


be represented on the Board if it so desires. 
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PORSIGH OFFICE, 
§ e W 8 4 ® 
20th December, 197. 


Many thanks for your letter of the 
49th December and the draft about Palestine, 
Eastern and Keonomic Relations Departments have 
succested some amendments in your draft anda I 
m enclosing it, Could you let me know on 
Monday morning whether you agree or if you have 
any further comments? «=... 


Sinee the House will be in recess at the end 
of this month, the statement will have io be issued 
in some other way other than as an answer to & 


parliamentary Question. 


I am sending a copy of this to Rass. Beith 
also has a copy. 


EH. Trevelyan. 
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Mise *.M. Loaughnane, 
Treasurys 


Cf 


As 


The appreaching terminaticn of the Pal: stine 
Mendat= has made it necessary for us to consides 
most oarefully whst financial arrengements shoulé 


be made in.the int.rests of the successor Goverte 


mente in Palestine anc of the sterling aréa as cc. 


awhole, in order te preserve the rescuroes of ©) 


Pslestine for vhe uae of the new States and to. 29 


safeguard our own balanges. HoM.G. are resoivee fl 


during the period of their withdrawal, to do okS : 


in their power to prevent damage to the finance 
and economic structure of Palestine. 

During the period of the Mandate, Pales tied 
has been a member of the sterling arca. She.” 
also the holder of sterlin, balances, the preg 
total of which is in the region of £100,600,06 
a large ancunt in properti.nto the size of ‘tiie 
countrys These balances have been decressimgtt 
rapidly in recent months. and Leeres mil phot 4 asi 
gone in the lust ...e.. weeks. This crwalie «1 
obviously cannot be allow.d to go on. 


withdrawals inspired by lack of eonficcre@®&h bua 


this period of uncertainty, mean that the @6 


ees of Palestine which will be needed for the!i?® | 


development of the country are in danger of be 
frittered. away in a few munths. The drewhrig: me 
down of the balances in this way would al#@ ° awa ky 
aggravate the balance of payments problem -ef'@# 
United Kingdom and the rest of the otcrlingoatené, 
As in the case of other count=ies hokéaag 


large balances - e.g. India, Egypt and Iraqis a 
the ohly way in which the drain can be stepped ao 
py blocking the greater part of the perenne BM 


HeM.G. have decided therefore, ior the Pe: 


given/ 


~:32uasasay 


NOONOT ‘391440 O80938 217GNd BNL 40 LHDIYAdOD 


eessary for the country's necds. 
7 present 
Por/vrequirements.x millicn pounds are being 

@leaeed im ediately in order to provide y milli.n pounds 
e.working balances for che banks in Palest..ne ‘and z 
billion pounds to be used together with current 

gyuels of sterling, which would be at Palestine’s 
Aaepoeal for current expenditur: during the next 

og “Months. | 


The mmounts of these releases have been arrived 


f -:a2uasalay 


fter careful consideratio: and consultation with 
;@resent administration and H.M.@évernment fe 
febiefied thet they shuld prove amply sufficient 
) enghie Blestine to meet ali her needs during the 
hatin. The whole) of the financial arrangements 
r ‘the; polisy for release from the sterling balances 


a jaa: pe the subject of. consultaticn between H.M. Government's 
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wWepregentativ. at the United Nations, Sir Alexander 
ladogem.and the Commissicn for Palestine whieh 18 now 
eing: established by the Unit. d Nations, and the 
ews of the Gommnissicn will b: given full consideraticn 


,tormaticn of policy in regard to future releases, 


‘o@eethe special circumstances of Palestine, 
We must assume that for a period a2 at least 


ugh and comprehensive exchange control will 


Will be lacking, the blocking of the 
would not entirciy safeguard the Pres 
Palesting, while the country rema:ned 
aterling arcade If we allowed a situa 
gontinue in which such leekaget could 
We Should not ba carrying out cur Pes 
to the aterling area or to Pelestinge 
fore consider it desircbie in the in 


both thet Palestine shculd not .emsin @. 


of the sterling area and she has cease € te be 


a member therefore PTOM «c-cececsnucsg. 
on which the belances have been blocke@s 


cRisting currency boar. will 


to function during the pevic# of tra 
We are oNKki. us that che United Naticns 


shculd be represented on the Board, if i! 


desires. 


aduasasay 
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IMPLI WER, 

Colonial Ort ice » Pg J Ee eae Se . ey a, 

Dover House 9 
Whitehall, 3.8.1. 


: 
wid 


Nog 


AJ December, 1947 


Dear iiss Loughnane, 


I enclose s reedraft of the Palestine Statement 
circulated with your letter of 19th December, which 
was typed before the Foreign Office re-draft was 
received. In view of the urgency I have not 
re-oast Since the amendments I have suggested in the 
main body of the Answer are merely verbal, and may, 
I think, be regarded as superseded by the Foreign 
Office re-drartt which generally seems an inprovement. 
The question of general policy is being submitted 
on Other papers to the Secretary of State end 
therefore I do not comment on it. 


Regarding the final paragraph relating to the 
Currenoy Board however, we prefer the original 
Treasury drafting subject to one amendment. We are 
anxious as a matter of ge.eral policy to avoid being 
associated with the United Nations Commission in any 
Joint responsibility, while being willing to give 
them all facilities and information about what is 
happening. Accordingly we feel that on this point 
we must ssk for the amendment indicated in the 
enclosed re-draft whieh hss substituted the words < 
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“appoint a representative to act as an observer 
at the deliberations of the Board if the 
Commiaesion so desires" 


for the original 


“be represented on the Board ©f it so desires". 
MISS i. LOUGHNANS, I 


e 


I am sending copies of this letter end enclosure 
to Mr. Trevelyan ana My. Beith. 


Yours sincerely, 
Ww § : json 
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To ‘ask the Secretary of state tor Foreign Affairs whether he 
will make @ statement about ‘the present position of Palestine in 
relation to the sterling area.’ * — —_ | 1 

During the period of the Mandete Palestine has been s member 
of the steriing aes. She 1s also the holder of sterling balances 
whose present total is in the region of £100 million, a large 
amount in proportion to the size of the country. These balances 
have been decreasing rapiv ly in recent months and & million 
hes gone in the last weeks. This 4s a serious matter both for 
the United Kingdom, whose balance of payments problem is aggravated 
by unrequited exports, and for Palestine since it means the 
frittering away of assets which will be needed later on to enable 
long term development projects to be carried out. | 

ae in the case of other countries holding large balances, ¢.g- 
India, <gypt, and Iraq, the only way in which the drain can be 
stopped 1s by blocking the greater part of the balances. In the 
special circ uistances of Palestine, where We can only assume that 


for a period at least a thorough and comprehensive exchange control 


will be lacking, blocking would not solve the problem while Palestine | 


remained in the sterling area. Moreover, at this tine, when our 
external financial position is so critical, the sterling area 
coulda not riek leakages, which might be very substantial, from 
any territories of the area through a member which was not ina 
position to administer strict exchange control on normal sterling 
area lines. 

The recent heavy withdrawals of Palestine balances make it 
desirable that immediate steps be taken before the termination of 
the Mandate to conserve her assets. Ae from therefore, 
Palestine will no longer be a member of the sterling area -and her 
sterling balances have been blocked. £ X million is being 


released immediately in order to provide x Y million as working 
balances 
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2 gts 

balances for the banks in Palestine and & Z million 

to be used, together with current accruals of steriing, 
which would be at Palestine’s free disposal, for 

current expenditure during the next months. - The, 

amounts of these releases have been arrived at after full | 
considerstion and consultation with the present administration 
and we are satisfied that they should prove amply sufficient 
to. anable Palestine to meet all her needs during the period. 
At the end of that period, or earlier if necessary, «e 

shell have to discuss with the Joint Keonomic Board the 


amount of further releases required. 


 ~AB regards currency arrangements, the existing 


Currency Board will continue to function mutatis mutandis 
in the interests of the holders of currency and of 
Palestine generally pending an orderly tranaition 

to whatever arrangements may in due course be made 

Nfor the future management of the currency of Palestine. 
We hope it will be possible to arrange for the United 
Nations Commission to appoint a/presentative to act aa. 
an observer at the deliberations of the Bourd if the 


Comission so desires. | 


m -:32uasafay 
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Cykn oe. 


~ 
Greasury Chambers, 


Lae 
Great George Strevt, 1 3(»~ 
$,@.1. 


22nd December, 1947 


Dear Hall-Patch, 9 


, om 


PALESTINE 
Please see enclosed draft Paper. I 


value any comment - as urgently as possible. 


Yours sincerely, 


aduasalay 


Q 
ro) 
be +] 
=€ 
z I. 
@? 
= 
a 
ro) 
a] 
~ 
= 
em 
~o 
GC 
@ 
| hod 
© 
r] 
m 
an wr 
o 
x 
Oo 
o 
"i 
"i 
oO 
Lis 
r | 
o 
z 
z 


Sir Edmund Hall=-Patch, K.C.M.G., 


Foreign Office. 


Draft of 21st December, 194/ 


PALESTINE STERLING BALANCES 


Palestine's normal trade position shows a heavy deficit, 
balanced hitherto by heavy British military expenditure and | 
by the Jewish Agency Gift ~ dollar scheme. Even with these, 
and in spite of movements of capital into Palestine on private 
Jewish account, her sterling balances will have been reduced 
in 1947 by some £20 million. On 30th November, 1947, they 
stood at £98.2 million, and on present guesses, they might 
be reduced by some £33 million in 1945. 
2e Such a rate of withdrawal is altogether beyond what 
we can afford. 

56 It would be quite out of line with other settlements 

we have made, and provoke demands from India, Egypt next time, 
and many others. 

Le The balances are not concentrated in the hands of 2 
Central Bank, so that (even if Hees were an “opoosite mumber" 
with which to make an agreement) we should still have to take 
positive action in the U.K. This action must be under a 

"2A freeze", which can at once liberate “enough to go on with", 
and need not apply to eg. private accounts. 


be The problem is to determine what amounts, and what 


WOONOT £351390 O8Y0038 DITGNd 3HL 40 LHD IBAMOD 


classes of accounts, should be liberated. The following 
suggestions are put forward to deal with balances at 
40th November, 1947, viz: 
£& million 
(i) Government 10.1 
(ii) Commercial 
(iii) Currency Board 


(iv) Loan to H.M.G. 


(i) Government balances £10.1 million 
The Working Party recommends, para. 31(a), that the 
surrender of Palestine Government assets is conditional on the 


/acceptance 


>. 
acceptance of the liabilities incurred by the Palestine 
Government. It would be reasonaWe to make any releases 
subject to Treasury permission until satisfactory arrangements 
have been made to this end. But immediate permission might 
be made for the release of say £1 million as a working balance. 

(ii) Commercial balances £44.1 wiiiien 

Balances of private individuals (not included in this 
figure) need not be blocked at all. This will obviate a 
mass of detailed administrative work, including any questions 
about returning British subjects etc. The question is this | 
senPinsa to the restriction of the use of he tongon balances 
of the Palestine banks, and the releases should be concentrated 
on these. Under the normal drill, any new accruals of sterling 
will be credited to free accounts. Since this is the 
season when sterling flows in from Ministry of Food fruit 
purchases, we need not worry unduly about working balances. 
Tt is suggested that the position would be amply covered by 
releases totalling /£12 million/, of which £ would be called 
working pe aACwa: and the remainder would be a release “in 
respect of 1948". This is indeed a generous figure, by 
comparison with Egypt or Iraq, but political considerations 
no doubt make it essential to avoid any appearance of non- 


cooperation. Consultation with the Bank of England as to 
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the avportionment of the £12 million between the banks 


concerned. 


(iii) Currency Board £43.2 million 
No blocking action should be taken. The Board should 


be treated as a resident in the U.K. (which it is) so that it 
requires permission topay sterling to any resident outside the 
sterling area. Blanket permission should be given for 

payments in respect of Palestine Currency notes to be made - 

to the blocked account of any of the Palestine Banks for account 
of the person presenting the notes. (The Banks would also 

have permission to pay sterling from blocked accounts in 


exchange for Palestine notes.) Other payments of sterling /by 


-"} aay : i ae i é as, 
a 


by the Board would be subject éo-permissions which would 
be given freely in the case of returning British nationals, 
but rarely otherwise. . } 33 

This means that, as in the case of India, the | 
circulation cannot be contracted to pay for imports in excess 
of the total anmal sterling releases permitted. Palestine pounds 
can be held either as a currency or a5 4 bank balance in 
Palestine, and can be turned into imports only to the extent 
to which the import licensing regulations of Government 
permit it. The import licensing policy itself must be conditioned 
by the total annual sterling releases permitted. Balances 
“could not be transferred to other parts of the Sterling Area 
(e.g. South Africa) in order to evade our control. 

(iv) Loan to HM.G. £0.8 million 


Frets nPt ODS AO cee 


No action seems called fOr e 


6. The result of this action will almost certainly be to 
leave Palestine in serious trouble over the 1948 Balance of 
Payments with the rest of the world. ®ut Palestine mst face 
realities, and if she is ever to be viable, it must be by 
achieving a balance on current account. ieasiwnt ies we cannot 
bear the burden alone, and it is for American-Jewish money 
to fill every gap caused by our restriction on the use of 
sterling balances. If some of these dollars have to be turned 
into sterling to meet a deficit with the sterling area, SO 
much the better. 
7. American reactions . a ee A 
No doubt attemots will ve made! to misrepresent whatever 
action we may take. But having regard to the explicit 
provisions of the Anglo-American Financial Agreement, exception 
cannot be iaiean to a reasonable limitation on the drawing down 
of Palestine's sterling balances. Although we have not blocked 
any Colonial sterling, we have taken very vigorous steps to gee 
that they are not substantially reduced, and if we achieve our 


objectives, we shall treat Palestine much more favourably 


/than 
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} Be 
than any Colony (except perhaps Ceylon). The propesals 
above are already more favourable than the treatment given 
to India, Egypt, Brazil, Uruguay etc. 

8. Trans jordan 

It is very difficult to achieve a complete separation 
of Transjordan funds from those of Palestine. But there need 
be no objection to making a complete release, for use by 
Transjordan only, @f any ities the banks concerned 
can segregate.as being assets of their Transjordan 
branches. Notes had better follow the Palestine drill, at 
least until Transjordan can arrange to use a separate 
currency, in which case any Palestine notes circulating in 
Transjordan could be redeemed against payment of sterling 
by the Palestine Currency Board to the new Transjordan 
Currency authority: guseace it is. Such sterling would 
be free of restrictions, being in the hands of a resident 
in the sterling area. | 
9. The Future 

(i) Government balances would be released for payment 

of the liabilities of the Government of Palestine. 

(44) Commercial balances would be gradually released 

in the light of circumstances it is not yet vossible to 


foresee. 
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(iii) The assets of the Palestine Currency Board could 
eventually be turned over to whatever new authority becomes 
responsible for the Currency, against surrender of the 
existing circulation as it was replaced by a new currency. 
Any balances would have to remain as a reserve of the (old) 
Currency Board against notes not collected by the new 
authority, until some satisfactory arrangement could be 
meade to provide for the rights of their holders. 

When the new Currency Authority comes into existence, 
an adjustment will be necessary in the release mechanism, 


so that the whole of the releases shall be under the control 


Jot 


| 35 


of the new Government, who will be able to apportion them 
at their discretion. 
10. Dollar Releases 

In view of the American links, I see no need to 
make any provision for convertibility into any currency 
other than sterling, Palestine can utilise dollar 
availability to secure any other currency she may need. 


ll. The Statistical Picture 


Figures provided by the Bank of England are attached 


to this memorandum. 


22nd December, 1947 
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PALESTINE: BALANCE OF PAYMENTS WITH REST OF WORLD 


(Amounts in £ millions) 


1. Palestine's Balance of Payments is at present dominated by two factors, 
(a) heavy al ieaby expenditure by the U.K. and (b) support from Jews in America 
both in cash and kind. 

2. The attached statements (which in view of the intended withdrawal make 
a purely arbitrary guess, at what military expenditure will be in 1948) exclude 
goods imported free under the Jewish Agency Gift-dollar scheme. No figures for 
such imports are available in London but by assuming them to be roughly equal to 
the difference between recorded imports and recorded payments to U.S.A. and Canadaf 
(not an entirely satisfactory method over a short period) the balance of payments 
on current account may be set out more revealingly as follows:- 

£ millions 194.6 


Imports (c.ief. : 
Exports (f.0eb. 175 


Deficit on visible trade 
Net invisibles (including oil) 


Deficit on ordinary account 
Jewish Agency Gifts 
.(very conjectural) 


: in cash 
¢ in kind 


Military expenditure 
Cost of camps in Cyprus 
Deficit on current account 
360 So far as the U.K. is concerned the forecasts in the tables are mostly | 
based on Departmental estimates; those for U.S.A., Canada, South and Central 
America are based on telegrams 1987 and 1988" from Palestine. 
Le The bulk of the expenditure during the first half of 1948 on the cost 
of camps in Cyprus represents monies already owing and is due for early settlement. 
5. As at present forecast Palestine's sterling balances are likely to be 


drawn down during 1948 by 3356 


19th December, 1947. 


f The difference between imports from and payments to Canada suggests that Jewish 
Agency dollars are also being used to purchase goods in Canada. | 
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PALESTINE: BALANCE OF PAYMENTS WITH REST OF WORLD 
4. CURRENT ACCOUNT 


£ millions 


Forecast 


| PAYMENTS (a) 
i Imports (c.ief.) 
United Kingdom 
U.S elie 

Canada 

S.& C.America 
Turkey 

Other 


Refined oi1(>) 
Cost of camps in Cyprus 
Invisibles: U.K. 

: U.S.A. 

: Other 


Total identified payments 


RECEIPTS 
‘Exports ¢ & re-exports oe ei 
United Kingdom 
U.S.A.: Diamonds 
: Other 
Canada 
S.& C.America 
Other 


Oil companies expenses 
Military expenditure (4) 
Invisibles: oa 


(a) Excluding crude oil and oil companies equipment and also goods imported free under Jewish 
Agency Gift-dollar Scheme. 

(b) Payments to U.K. companies 

(c) Excluding oil and oil products. 

(d) Net of surplus stores disposals, N.A.A.F.I. remittances, etc. but for cost of camps in 
Cyprus settled through the Crown Agents see PAYMENTS. 

e) Including Zionist Gift-dollars surrendered. 

ts? Goods to the value of a further 5.2 are expected free under the Gift-dollar Scheme. 


19th December, 1917 
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PALESTINE: 


£ millions 


Identified transactions on 
Current Account 

Payments 

Receipts 


Surplus/Deficit 


Errors and Omissions (a) 


Identified investment/ 
disinvestment 


£ millions 


Net banking assets in u.K.(P ) | 
increase/decrease | 


: Government 
: Currency Board 
: Commercial 


Recorded imports of gold. 


(a) 


Other capital movements 


i 26 
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1948 


| dt Porecast— — ssid 


Tara Year | I &II {III&IV | Year 


37.0 | 7765 
16.4 1-0 


CAPITAL, ACCOUNT 


4 ? £ 


(a) There is reason to suppose that there have been considerable movements of a i into 


Palestine on private account. 


(b) At 30.11.47 Government 10 
Currency Board 43 
Commercial Ld 
Loan to H.M.G. 


19th December, 1917 
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